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THE BANKER 


A Banker’s Diary 


THE flotation of the new £300,000,000 loan, the first 
major borrowing operation of the war, has, of course, 
been the most important single event of the 

Interest month. The loan was over-subscribed and 

Rates and_ large applicants (in other words, the finan- 
Minimum cial institutions) received allotments on the 
Prices basis of about 82 per cent. of their applica- 
tions. While this operation marks a satis- 
factory beginning to the finance of the war, its efficacy as 
a brake on credit expansion, as is shown in a subsequent 
article, cannot fail to be fully exhausted within three 
months. Of more enduring importance are the two 
decisions announced during the month which involve 
important questions of general policy. The first of these 
was the change in the exchange regulations imposing 
some control over the export proceeds of several impor- 
tant Empire commodities. The second important 
development was the adoption of minimum prices for 
gilt-edged as a permanent part of market technique, 
instead of a mere crisis measure as on the outbreak of 
war. Thanks to the subsequent recovery in the gilt 
edged market, the minimum prices fixed in the crisis 
atmosphere of the early days of the war have long since 
been left far behind, and new minimum prices have now 
been fixed which are more in conformity with the current 
level of values. Thus the minimum for the old 33 per 
cent. War Loan has been revised upwards from 881 to 05 
ex-interest, or about 3} points below the net price ruling 
for that stock at the time of the announcement. 

In fixing these an. as the Chancellor actually stated 
in the House, the Government's intention was clearly to 
underline its policy of preventing any permanent rise in 
interest rates above the general level corresponding to the 
yield of 3 per cent. offered on a medium-long stock in the 
case of the new War Loan. Had the announcement been 
more fortunately timed, the market might have inter- 
preted it in this way and have responded favourably to 





A BANKERS DIARY 3 





such a reaffirmation of the Government’s cheap money 
policy. Unfortunately, although minimum prices place 
a limit on the potential fall in any security, they do so 
only at the cost of increasing the danger that the whole 
gilt-edged market will become frozen at the first sign of 
crisis. In the rather nervous political atmosphere on the 
day chosen for the announcement (which was, incident- 
ally, the very day on which dealings were to begin in the 
new War Loan), it was inevitably this latter aspect of the 
minimum prices régime which attracted most attention 
on the Stock Exchange. There is no doubt that it was 
this singularly ill-timed announcement which was mainly 
responsible for the opening discount of 4 on the new 
loan. 


THOUGH exporters were, of course, required under the 
original exchange regulations to surrender the foreign 
exchange proceeds of their exports, no 
Control of machinery was set up to see that this regu- 
Export lation was observed in practice, nor were 
Proceeds the ordinary methods of finance disturbed 
in any way. Until this month all exporters 
have been at liberty to invoice their exports in sterling, 
and to accept payment from their overseas customers in 
sterling purchased in the unofficial markets overseas. In 
respect of six important commodities, payment in un- 
official sterling has now been ruled out by an important 
amendment to the regulations. Exporters of these com- 
modities to the main currency areas outside the sterling 
bloc must henceforth satisfy the Customs that payment 
will be made in one of five of the leading free currencies 
(namely, U.S. dollars, Dutch or N.E.I. guilders, belgas or 
Swiss francs), or if the goods are invoiced in sterling, that 
this sterling will be obtained by the sale of one of these 
currencies to an authorized dealer. So far as the United 
Kingdom is concerned, the commodities in question are 
whisky, furs, tin, rubber, jute and jute manufactures, 
while the specified destinations are the Dutch and 
Belgian Empires, Switzerland, or any part of North and 
South America other than British or French territory 
(such as Canada) and the Argentine. These commodities 
have been selected for the first experiment in control of 
B 
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this kind because they are important dollar earners 
(Malaya’s exports to the United States last year, mainly 
of rubber and tin, amounted to £38,000,000, against 
imports of £2,000,000) and because difficulties of 
administration are reduced by the fact that they are 
standardized articles handled by organized markets. 


THE main effect of the new regulations is, of course, 
drastically to reduce the demand for sterling on the 
New York and other overseas exchange 
Slump in markets, through which the commodities in 
New York question have largely been financed. Since 
Sterling no attempt was made to reduce the suppl) 
of sterling to these markets, it was only to 
be expected that the change in the regulations would pre- 
cipitate a sharp fall in the overseas “sterling quotations. 
This duly took place, the New York rate slumping in a 
fortnight from 3°94 to no more than $3.44 at one point. 
Thus the recent change operates in a precisely contrary 
manner to the tightening of the regulations affecting 
Form E [ in January, which had the effect of restricting 
the supply of sterling of the free market and therefore of 
bringing the free rate more closely into line with the 
official rate of 4:033. To estimate how far our exchange 
resources may in fact be strengthened by restricting the 
demand for free sterling is complicated by the fact that 
the free market is fed with sterling representing both 
withdrawals of foreign capital and also payments for 
imports invoiced in sterling. It is, however, perfectly 
clear that the exchange secured by the authorities as a 
result of the new regulations cannot represent a net addi- 
tion to our reserves, since it would be unreasonable to 
suppose that foreign countries will accept unofficial 
sterling in payment on the same scale as before if they 
are not allowed to use that sterling to pay for United 
Kingdom exports and to discharge their sterling obliga- 
tions. Leaving aside for the moment the question of 
capital withdrawals, it is clear that there would be no 
point in restricting the demand for sterling abroad if 
sterling remittances under Form E I were sanctioned 
only for purposes for which the authorities would be 
equally willing to allot exchange. The mere existence of 
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a margin between the official and unofficial rates is clear 
proof that this cannot be the case, for it would pay 
neither the British importer nor the overseas exporter to 
finance trade at the lower rate ruling in the New York 
market if exchange could be obtained from the 
authorities at the official rate. 


To the extent that inessential imports are still being 
allowed to enter the country owing to laxity in the 
administration of Form E I, the fall in the 

Folly of Unofficial rate may indirectly conserve our 
Exchange exchange resources by checking the 
Deprecia- demand for imports which cannot profit- 
tion ably be sold in this country on the basis of 

the lower unofficial rate, and for which the 

authorities are not prepared to allot exchange. So far as 
exports are concerned, the new regulation has the effect 
of raising the price of the controlled commodities, which 
may or may not increase the volume of foreign exchange 
which they bring in. On the other hand, the deprecia- 
tion of the free rate represents a cheapening of all the 
remaining exports which may still be financed through 
the unofficial market, and it is universally agreed that 
exchange depreciation is the most costly and _ short- 
sighted method possible of attempting to stimulate 
exports. That such depreciation may also be dangerous, 
in that it helps to speed on the inflationary spiral by 
raising the cost of imports, is argued by Dr. Einzig in a 
succeeding article. So long as sterling is remitted abroad 
only for purposes for which the authorities would be 
equally willing to allow exchange the unofficial market 
for sterling is perfectly harmless, and it is to this end that 
the regulations could more usefully be tightened. If it is 
desired to allow foreigners to withdraw their sterling 
balances, while discouraging such withdrawals by 
penalizing them in the rate of exchange, the sensible 
course would be for the authorities themselves to make 
exchange available for this purpose at a rate below the 
official rate. In this way our own authorities would 
secure the profit represented by the margin between the 
two rates, instead of passing this on as at present to 
B32 
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persons abroad who have sterling obligations which they 
can discharge cheaply by the purchase of sterling in the 
unofficial market. 


PAYMENT of the first instalment of 10 per cent. due on 
application to the new War Loan passed off without the 
slightest disturbance of credit. This was 
Loan made possible by a very adequate prepara- 
Payments tory expansion of credit in the preceding 
and Credit week. On March 4a substantial release of 
credit from public deposits was brought 
about by the payment to the former holders of the sixty 
dollar securities taken over by the Treasury. What the 
amount involved may have been still remains a matter 
of conjecture, but it seems reasonable to assume that it 
was roughly measured by the drop of £23:2 million in 
public deposits shown by the Return of March 6. At the 
same time Government securities were increased by 
£10'2 million (against an increase in the note circulation 
of only £31 million). The combined effect of the 
release of immobilized credit and the expansion of the 
credit base, as will be seen from the following table, was 
to raise bankers’ deposits by close on £30 million to the 
extremely comfortable level of £1289 million :— 
ANALYSIS OF BANK RETURNS 
Notes Government Public Bankers’ 
in Circulation Securities Deposits Deposits 


March 6 .. oe 534-3 137.3 22.5 128.9 
March 13 .. wa 534-9 130.4 34.9 114.0 
March 20 .. ee 540.6 133.6 49-5 98.1 
March 27 .. as 543.1 134.2 43.1 98.0 


Although the loan instalment of £30 million was 
augmented by prepayments under discount, the follow- 
ing week’s Return showed a decline in bankers’ balances 
of only £14'9 million to the still very comfortable level 
of £1140 million. Repayment of Treasury bills (to the 
extent of £15 million over the week as a whole), together 
with the inevitable delay of some days before the debit- 
ing to the drawee banks of Country cheques, no doubt 
account for the moderation of this decline. In any event, 
the credit position remained so comfortable throughout 
that the banks remained good buyers of bills at © per 
cent. even on the actual days that the transfer of the loan 
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instalment was taking place. Whether it will be possible 
to preserve the same ease of credit when the final instal- 
ment falls due remains to be seen, but it is already clear 
the problem will be eased by the smoothing out of the 
transfer of the balance through heavy prepayments 
under discount. In any case, the new technique 
of purchasing bills in bulk direct from the clearing 
banks, supplementing the normal purchases of bills in 
the market, should prove adequate to secure the 
———— return to the market of any sums, however 
arge. 


THE feature of the February clearing bank figures, sum- 
marized in the table below, was a drop of £43'9 million, 
in deposits, due almost entirely to a fall of 
War Loan £347 million in discounts and of £49 
and Bank million in call money. That deposits 
Credit should in present circumstances show a 
decline fully up to the seasonal average is 
itself of some interest, for if the Budget estimates had 
been fulfilled of a deficit of £938 million the normal 
seasonal movement might even have been reversed. 
Moreover, the sharp fall in bills is significant in com- 
parison with the decline of only £10 million during the 
month in the tender issue as indicating the extent to 
which the true supply of bills to the market is reduced by 
the competition of the “internal” tender. 


CLEARING BANK RETURNS 


February Change on Change on 


1940 month year 

£{mill. fmill. £mill. 
Deposits oa a 2,365.6 43-9 + 189.3 
Advances... os 999.8 + 2.6 + 22.4 
Investments .. , 608.6 — T9 — 81 
Bills .. or ids 353-1 — 34.7 +I41.2 
Call Money .. x 149.1 — 4.9 + II.4 
Cash .. ss - 247.3 + 5.8 + 4.6 
o/ o/ 0/ 

Cash to Deposits .. 10.45 + 0.43 — 0.70 


Payment of the initial instalment on the War Loan, 
together with the continued inflow of small savings, will 
almost certainly outweigh last month’s revenue deficit 
sufficiently to cause a further contraction in deposits in 
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the March figures, while one would expect a sharp drop 
of the order of £100 million in the April return, unless 
the funding of bills made possible by the War Loan is 
neutralized by special operations such as the acquisition 
of another large batch of dollar securities. After April, 
in any event, the recovery in deposits will be rapid and 
the volume of credit will almost inevitably have been 
restored to its pre-loan level before the end of June. In 
the meantime, however, the funding operation must for a 
time accentuate the relative shortage of bills which for 
many weeks past has kept discount rates at the merest 
fraction over I per cent. 


FRANCE has followed the example of this country by re- 
valuing her gold reserve at current prices, though in 
contrast with the position here the Bank of 

France’s France will continue to hold a substantial 
Gold proportion of the country’s gold stock. Re- 
Revalued valuation on the basis of 23:34 milli- 
grammes gold (nine-tenths fine) per franc 


resulted in a profit of Frs. 17,337 million, the reserve 
being written up from Frs. 97,275 million to Frs. 114,613 
million. The revaluation profit was applied, together 
with a transfer to the Exchange Stabilization Fund of 
Frs. 12,662 million of actual gold, largely in repayment 
of the Frs. 20,473 million of provisional advances to the 
State under the Convention of November 12, 1938. As 
a precautionary measure, the limit of permitted advances 
to the State was raised by Frs. 20,000 million to 
Frs. 45,000 million. Revaluation was provided for in 
one of a number of drastic decrees issued with the main 
object of increasing production and reducing consump- 
tion. At the same time steps were taken to facilitate 
payments between the British and French Empires by 
the virtual suspension of the import licensing system 
between the two areas. Importers in either country can 
now automatically obtain sterling or francs, as the case 
may be, simply by making a declaration. Sterling 
credits may be opened in favour of French importers for 
their purchases from the sterling area without the prior 
approval of the Bank of England, and arrangements are 
being made to facilitate payments for travelling and 
personal expenses between the two areas. 
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THE exceptionally large réle played in Scotland’s 
economy by the heavy industries—in peacetime so often 
the cause of severe depression and 

British © unemployment—becomes in wartime a 
Linen source of great economic strength from 
Bank __ the point of view both of the country and of 

the individual industries concerned. In his 

speech at the annual meeting of the British Linen Bank, 
the Earl of Home pointed out that the acceleration of 
the rearmament programme has greatly increased the 
activity in Scottish heavy industries, and that all the 
industries concerned with the production of armaments 
and other war supplies, such as iron and steel mak- 
ing, shipbuilding, engineering, textiles, etc., are fully 
occupied in meeting the needs of the Government. Even 
though this activity must more than outweigh the set- 
back due to the war in other classes of business, the 
earnings of the bank itself were naturally affected to 
some slight extent by the succession of political crises 
and by higher taxation and special charges, the net profit 
of £260,326 being £16,387 lower than in the preceding 
year. T he reserve fund has been increased by £500,000 
to £2,500,000, or double the amount of the capital, and 
the balance-sheet shows, as usual, a very strong position. 


Bank Lending and the Capital 
Issues Control 
By J. Mead 


N normal times a banker is not affected to any great 
extent by legal restrictions on the activities of would- 
be borrowers. He must not allow companies or their 

directors to exceed their prescribed borrowing powers. 
He must remember that prudence demands the consent 
of various authorities to borrowing by public bodies of 
all kinds. But in the main he has only to satisfy himself 
that advances are safe and reasonably liquid. With the 
advent of the Defence (Finance) Regulations, however, 
the banker must now examine each new proposal for an 
advance, or for an increase of an existing advance, to see 
whether the new legal disabilities placed upon borrowers 
generally have been taken into account by the customer. 
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As in other aspects of his relations with his 
customers, in other words, the banker must act primarily 
as the watchdog of the Treasury to ensure that the capital 
expenditure of the public is limited, as the regulations 
seek to limit it, to purposes essential for the successful 
prosecution of the war. 

The new duty arises, of course, from Regulation 6 of 
the Defence (Finance) Regulations, which is quoted as 
an Appendix to this article, with those sections of the 
relative Exemptions Order which are of direct interest to 
bankers. The germ of the Regulation is contained in the 
statement that it is unlawful for anyone to “make an 
issue of capital” in this country, or to extend the 
maturity of any security falling due for repayment, with- 
out the consent of the Treasury. In practice consent is 
obtained, or refused, through the medium of the Capital 
Issues Committee, which continues the work of the 
former Foreign Transactions Advisory Committee under 
the same management, but in a wider sphere. It will be 
seen from the Appendix that an enormous number of 
individual applications has been avoided by legalizing 
various classes of transaction which are exempt from 
official sanction. 

To “make an issue of capital” is defined to mean: 
(a) the issue of securities (whether for cash or otherwise), 
or (6) the receipt of money on loan, e.g. from a banker, 
on the terms or in the expectation that the loan is to be 
repaid wholly or partly by the issue of any securities, or 
by the transfer of any securities issued after the making 
of the loan. Clause (a) is readily understood to mean the 
raising of new share or loan capital by private or public 
placings, but the Regulation goes on to say that the 
“issue of securities ” (and hence by definition the legally 
precluded “issue of capital”) includes the creation of 
any mortgage or charge, whether legal or equitable, and 
the increasing of the amount secured by any such mort- 
gage or charge. The “ issue of securities ” is not actually 
defined. The creation of mortgages and charges ranks 
as an “issue of capital” only since the Order of 
November 23, 1939, which added them to the securities 
whose issue was prohibited under Order 1067 of Sep- 
tember 3, 1939. Their inclusion now gives the Treasury 
a large measure of control over borrowing on any sub- 
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stantial scale, for whatever purpose, subject to the 
exempted categories. 

Before the exemptions are considered in detail, it 
may be pointed out that it is most important, from the 
banker’s point of view, that it is borrowing which may be 
unlawful, not lending. The onus is very clearly put upon 
the borrower. This is a practical necessity, since a lender 
cannot be aware that a borrower has raised or may raise 
money elsewhere, possibly in more than one quarter. 
It flows logically from the responsibility of the borrower 
that the security taken by a lender shall not be invalid by 
reason that the necessary consent of the Treasury has not 
been obtained, and this is provided by Section 4 of 
Regulation 6. But it can be taken for granted that no 
banker would knowingly be party to a transaction where 
the provisions of Regulation 6 had not been complied 
with, and it must be conceded that in practice his know- 
ledge of the nature and purpose of a customer’s 
borrowing, combined with surer knowledge of the new 
legislation than the customer possesses, would qualify 
him to judge whether Treasury consent was appropriate 
to a new advance. The banks will not fail to do their 
part in caring for national needs in this as in other 
broader aspects of lending policy. 

Turning now to the exemptions, no special difficulty 
is presented in connection with local authorities, for 
generally speaking they borrow only with the specific 
consent of the Ministry of Health, who would no doubt 
see that Regulation 6 was observed in issuing any new 
sanction. But it should be noted that if the Ministerial 
sanction was given on or before September 13, 19309, 
a further sanction is necessary for fresh borrowing under 
such sanction, other than advances for certain essential 
purposes. The date is significant, and is identical with 
the date mentioned in Exemption (i), which protects a 
bank lending to a local authority to cover capital 
expenditure incurred prior to that date. The original 
Regulation 6 and the first Capital Issues (Exemptions) 
Order (S.R. & O. No. 1007) were not decisive enough 
to check borrowing by local authorities, but control was 
specifically imposed (by Order No. 1291, dated Septem- 
ber 26, 1939) as from September 13 instead of from 
September 3. Ten days of grace were thereby granted 
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to cover borrowing where the regulations had not been 
fully understood. The effect was to ensure that advances 
made in that period for funding out of a subsequent 
public issue did not become frozen for the duration of 
the war. Exemption (h) enables a banker to take a 
charge or other form of security from a customer or 
from a third party to cover advances so long as the 
money advanced is required and used by the customer 
for the purpose of his ordinary business. Even if the 
advance is taken for capital expenditure in that business 
it seems that this exemption applies, if the advance is 
anticipated to be repayable out of the revenue of the 
business. On the other hand there must not be any 
formal or informal understanding that repayment will 
come, wholly or in part, from the issue of securities to 
third parties, or by the transfer to the bank of any 
securities issued (by the customer or anybody else) after 
the granting of the advance. The bank must rely on the 
security it takes, direct or collateral, without contemplat- 
ing that the customer is to repay by raising outside 
capital. Further security may be taken for an existing 
advance (e.g. deposit or mortgage of further Stock 
Exchange securities or other property), and there is no 
provision to suggest that the bank may not realize its 
security if repayment does not follow, as expected, from 
revenue. Neither, apparently, is a customer precluded 
from transferring his advance to another bank, together 
with the supporting security, so long as the bank taking 
the account is satisfied that the force of the exemption 
applies. As already mentioned, the onus of complying 
with the regulations strictly rests on the customer. It will 
be noted that the terms of the exemption cover an 
advance raised “ in the ordinary course of business ” (i.e. 
of the borrower’s business). It is significant that in 
bringing this clause forward otherwise intact from the 
Exemptions (No. 2) Order, the word “ business” has 
been substituted for “trading.” Notwithstanding the 
change it is debatable whether a trading person who 
borrowed from a bank for purely private purposes 
would attract the shelter of this exemption, but the 
whole sense of the clause can be changed if the 
“ordinary course of business” can be read to signify 
the ordinary course of the banker’s business. 
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In the present writer’s opinion, the drafting of 
Section 2 (1) (h) is not unambiguous. It is certainly 
not lucid enough to enable a bank to decide with 
readiness whether or not the exemption applies in 
practical instances. Briefly, it states that the “issues 
of securities” to a bank in respect of that bank’s 
advances are exempted from Treasury permission so 
long as such advances are not made in the expectation 
of “repayment by the issue of any securities.” This is 
no doubt meant to convey that a bank may lend against 
any security offered to it so long as repayment is not to 
follow from an issue of capital as this is ordinarily under- 
stood; but the use of similar words in different senses 
is confusing. The obscurity is not perhaps a funda- 
mental difficulty, since any doubt about a proposed 
advance can be settled on application to the Capital 
Issues Committee. What does emerge clearly, how- 
ever, is that an unsecured advance will only require 
permission if it is understood to be repayable from an 
issue of securities, or transfer to the bank of securities 
issued after the granting of the advance. 

The great majority of personal mortgages on house 
and other property are released from control by the 
terms of the Exemption Order, Section 1. The specified 
amount was raised on November 23 last from £5,000 
to £10,000, and at the same time the new Order intro- 
duced a comprehensive definition of ‘“ the consideration 
involved,” which was not attempted in the original 
Order (No. 1007). The intention of the Treasury is 
perhaps obvious, but the interpretation of the words in 
which it is framed is causing the banks some difficulty. 
It is clear, of course, that if a proposed advance is 
excused permission under Section 2 (1) (h), the rules 
governing an exempted limit of £10,000 are immaterial. 
But if the former offers no reason for thinking that 
Treasury permission need not be obtained, the exemp- 
tion up to £10,000 assumes importance. Should the 
advance be by way of loan, the consideration, which 
must be under £10,000 to secure exemption, is defined 
as “the total amount of money lent or agreed to 
be lent” on loan. The amount lent or agreed to be 
lent can be interpreted either as the summation of 
all loans taken in the appropriate period, or the loan limit 
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agreed to be placed at the disposal of the customer, 
whichever is the higher figure. Should the amount 
borrowed be taken by way of overdraft, the difficulty is 
at first sight worse. The exemption of £10,000 is of little 
use if the word “loan” in the exemption is to be taken 
to include overdraft (which is not mentioned), for the 
Rule in Clayton’s Case will operate in assessing the total 
amount of money lent. This is technically the turnover 
of drawings in the period, irrespective of credits which 
diminish the actual debt. On the other hand, if the word 
“loan” does not include overdraft (which seems reason- 
able, since economy of terms is not a feature of our legis- 
lation), then the consideration involved, which is not to 
exceed £10,000, is not defined at all in relation to over- 
drafts, and the bank is at liberty to take the common- 
sense view that it is the peak overdraft which matters, or 
the agreed limit. The complexity of the Regulations leads 
therefore to the curious result that, unless the banks are 
to ignore the strict letter of the Order, the exemption up to 
£10,000 puts a loan on a different footing from an over- 
draft in those cases where the general exemption for 
banking advances is inapplicable. 

It will be sufficient to quote only one other type of 
case to show that the drafting of the Order will give cause 
for doubt. In the process of rationalizing industry, many 
large concerns have grown up to organize smaller units 
under one control. Such concerns normally finance 
expansion by bank borrowing, and when after a period 
of development the ultimate cash shortage is known, 
further share or loan capital is placed, repaying the bank. 
This procedure is a common feature of large-scale com- 
pany finance, and has the advantage that no enlarge- 
ment of fixed capital is considered until the need for it 
has become a permanence. The bank loan of such a 
company is always dual in nature, having a “solid” 
base, representing the real shortage of capital, and a 
fluctuating excess accommodating the uneven flow of 
revenue from the operations of the company or its con- 
stituent concerns. The profit, after providing customary 
dividends, is usually insufficient to suggest that the 
surplus could in a reasonable time repay the “solid” 
part of the advance, as well as the more temporary excess 
loans, and it cannot be denied that the “ solid” part, and 
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in many cases the whole, is in the banker’s mind repay- 
able from the proceeds of a capital issue, whether the 
advance is secured or not in the meantime. If the inten- 
tion of the Regulations is not to be defeated, some 
measures are clearly needed to ensure that additional 
accommodation is taken for temporary purposes and not 
for purposes which would normally be repaid by raising 
additional capital. The banks have obvious angles of 
approach to the difficulty. It might be possible to divide 
such a loan into two parts, (a) the “solid” base, frozen 
until the end of the emergency,” or until permission for a 
capital issue by the customer is granted, and (0) the tem- 
porary loans in anticipation of revenue. Care would be 
necessary to see that part (6) did not get out of hand, 
beyond repayment from revenue, and likewise become 
frozen. In any case, the spirit of the Regulation should 
be observed and the borrower given clearly to under- 
stand, even if he is not asked to give an undertaking, that 
the loans taken would not be utilized in such a way as to 
constitute the subscription of new money to fresh capital 
expenditure, without the proper consent. 

No restriction is placed on a bank lending to cus- 
tomers abroad, within the sterling group of countries, for 
the Capital Issues Control Regulation refers only to the 
United Kingdom. The incidence of any local laws regu- 
lating borrowing would naturally have to be considered. 

It is not apparent from the Regulation that there is 
any restriction on calling up unpaid instalments on 
capital already issued. If a banker, therefore, is relying 
on calls being made by a company to repay its existing 
debt, or is asked to lend pending calls on capital, there 
seems to be no reason under the Regulation why he 
should not do so. This possibility seems to cut right 
across the control intended to be applied on new money 
being raised for capital expenses which are not desirable 
in war time. No doubt, however, the Ministry of Supply 
can in effect control inessential capital expenditure by 
withholding raw materials in such a case, thus repairing 
any gaps in the financial control. It is this type of 
physical control which renders quite safe the borrowing 
facilities granted to building societies, since in war time 


* Except to the extent that it would be practicable to realize the 
security held, if any. 
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these are unlikely to finance new housing development, 
but will have to invest most of their available funds in 
Government securities. 

Enough has been said to show that the Regulation 
represents a fundamental departure from the main lines 
of banking. At the same time, it does not involve the 
need for any new administrative machinery. The 
immunity up to £10,000 puts any concern with the Regu- 
lation far beyond the discretion of the branch manager. 
Only the higher control need see that it is observed, and 
this can be done without any changes in organization, 
for all the relevant information (including details of 
borrowing in the preceding twelve months) is invariably 
placed before the Control when important advances are 
under consideration. 


APPENDIX. 
DEFENCE (FINANCE) REGULATIONS 


Order No. 1620 of 1939, 
dated 23rd November, 1939 


Regulation 6: 

(1) Subject to such exemptions as may be granted by order of the 
Treasury, it shall not be lawful, except with the consent of the 
Treasury and in accordance with such conditions as the Treasury may 
impose, to make an issue of capital in the United Kingdom, to make, 
in the United Kingdom, any public offer of securities for sale, or to 
renew or postpone the date of maturity of any security maturing for 
repayment in the United Kingdom. 

(2) Subject to such exemptions as may be granted by order of the 
Treasury, it shall not be lawful to issue any prospectus or other docu- 
ment offering for subscription, or publicly offering for sale, any 
securities which does not include a statement that the consent of the 
Treasury has been obtained to the issue or offer of the securities. 

(3) For the purposes of this Regulation a person shall be deemed 
to make an issue of capital who— 

(a) issues any securities (whether for cash or otherwise), or 

(b) receives any money on loan on the terms, or in the expec- 
tation, that the loan will or may be repaid wholly or 
partly by the issue of any securities, or by the transfer 
of any securities issued after the making of the loan. 

(4) A security shall not be invalid by reason that the consent of 
the Treasury has not been given to the issue thereof, or that any con- 
ditions imposed by the Treasury in relation to the issue thereof have 
not been complied with, but nothing in this paragraph shall be con- 
strued as modifying the liability of any person to any penalty 
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in respect of any failure to obtain such consent or to comply with such 
conditions. 

(5) In this Regulation, references to securities and to the issue of 
securities respectively include, as from the twenty-third day of 
November, nineteen hundred and thirty-nine, references to any mort- 
gage or charge, whether legal or equitable, and to the creation of, or 
the increasing of the amount secured by, any such mortgage or charge; 
and the expression ‘‘ security ’’ includes a promissory note of a local 
authority and a deposit receipt for money lent issued by a local autho- 
rity or by any person carrying on any business other than the business 
of banking. 

(6) In the application of this Regulation to Scotland any reference 
to a mortgage shall include a reference to a heritable security. 


Extracts from 
Capital Issues Exemptions (No. 3) Order, 
No. 1621 of 1939, 


dated 23rd November, 1939, made under Regulation 6 
of the Defence (Finance) Regulations, 1939 


Whereas it is provided by paragraphs (1) and (2) of Regulation 6 
of the Defence (Finance) Regulations, 1939, that the Treasury may by 
order grant exemptions from the provisions of those paragraphs: 

Now, therefore, the Lords Commissioners of His Majesty’s 
Treasury in pursuance of the said paragraphs hereby make the follow- 
ing Order : — 

(1) Subject to the provisions of this Order, there shall be exempted 
from the provisions of paragraphs (1) and (2) of Regulation 6 of the 
Defence (Finance) Regulations, 1939, any transaction of the kinds 
mentioned in the said paragraph (1) so long as the value of the con- 
sideration involved, together with the value of the consideration 
involved in any previous transaction of those kinds by the same person 
in the previous twelve months, or in the period beginning with the 
third day of September, nineteen hundred and thirty-nine, whichever 
is the shorter period, does not exceed ten thousand pounds. 

In this paragraph the expression ‘‘ the consideration involved ”’ 
means— 

(a) if the transaction in question is an issue of securities, the 
amount to be raised by the issue of the securities, or, in 
the case of securities with a nominal value, the amount 
to be raised or the total nominal value, whichever is the 
greater; 

(b) if the transaction in question is the receipt of money on 
loan, the total amount of money lent or agreed to be 
lent; 

(c) if the transaction in question is a public offer of securities 
for sale, the total price at which the securities are offered; 

(d) if the transaction in question is the renewal of any security, 
the amount the date for payment of which is altered by 
the renewal; 
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(e) if the transaction in question is the postponement of the 
date of maturity of any security, the amount secured at 
the date of the postponement. 

2. (1) Subject to the provisions of this Order, there shall also be 
exempted from the said paragraphs (1) and (2)— 

(a) transactions by local authorities in the United Kingdom for 
the sole purpose of borrowing money to defray expendi- 
ture (including the payment of sums due by them to 
meet the expenses of other authorities) pending the 
receipt of revenues receivable by them in respect of the 
period of account in which that expenditure is charge- 
able, so long as the expenditure is not capital expendi- 
ture and the money is repayable not later than one 
month after the termination of that period of account and 
the amount outstanding at any one time does not exceed 
one-half of the total revenues received or receivable in 
respect of that period of account; 

(b) issues of capital and public offers of securities for sale by, 
and the renewal or postponement of the date of maturity 
of securities issued by, 

(i) building societies, and 

(ii) industrial and provident societies whose business 
does not consist wholly or mainly in investing 
in land or securities; 

(hk) issues of securities in the ordinary course of business to a 
person carrying on the business of banking, or to his 
nominee, in respect of advances made or overdrafts 
granted by that person from time to time, not being 
advances made or overdrafts granted on the terms, or in 
the expectation, of repayment wholly or partly by the 
issue of any securities, or by the transfer of any securities 
issued after the making of the advance or the granting of 
the overdraft; 

(i) receipt by a local authority in the United Kingdom of money 
on loan from a person carrying on the business of bank- 
ing for the recoupment of expenditure or the settlement 
of debts incurred by that local authority before the thir- 
teenth day of September, nineteen hundred and thirty- 
nine, in respect of capital works, being money received 
on loan on the terms, or in the expectation, that the loan 
will or may be repaid wholly or partly by the issue of 
any securities or by the transfer of any securities issued 
after the making of the loan; 

(j) transactions carried out in pursuance of a binding obligation 
entered into before the third day of September, nineteen 
hundred and thirty-nine, or in the case of the issue or 
renewal, or the postponement of the date of maturity, of 
any mortgage or charge (not being a mortgage or charge 
created by, or for the purpose of securing, debentures or 
debenture stock) before the twenty-third day of 
November, nineteen hundred and thirty-nine. 
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Trust Delegation in the Emergency 
By Colin Graham 


W time legislation has been designed not only 


to provide the measures essential to war 

organization, but also the necessary adjustment 
in the ordinary legal obligations and relationships which 
may be dislocated by the state of emergency. The 
Execution of Trusts (Emergency Provisions) Act of 
1939 is an example of the latter type, since it modifies 
the position of Trustees where they are hindered by 
the war in the performance of their duties. It permits 
considerable relaxation, where this is appropriate, 
of the somewhat stringent principles governing the 
conduct of trustees which were codified in the Trustee 
Act of 1925. The Act is intended, to quote its brief 
preamble, “to facilitate the execution of trusts during 
the period of the present emergency” and the new pro- 
cedure which it authorizes is of the greatest interest to 
bankers dealing with the banking accounts of trustees 
and the custody of their securities. 

Opinions differ widely as to the extent to which a 
banker must probe into the nature of his accounts. On 
the one hand, the old school of thought maintains that 
a banker should resist as far as possible being fixed 
with notice that a joint account is an account of trustees. 
On the other hand, it is argued that most joint accounts 
of persons not engaged in business together (excepting 
joint accounts of husbands and wives) should be pre- 
sumed to be trust accounts, to be dealt with accordingly. 
Most bankers will agree to-day that if an account is 
known to be a trust account it is immaterial whether its 
style embodies a reference to the customers’ function 
or not. Hence, in practice, there is less unwillingness 
nowadays than formerly to recognize trustees’ accounts 
for what they are; consequently the incidence of the 
Emergency Provisions is greater than was admitted in 
banking circles in the last war. 

In relation to trusts, Parliament has been able to 
draw upon the experience of the last war, and the 
present Act is largely a new edition of the Execution of 
Trusts (War Facilities) Acts, T1914 and 1915. So far as 
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it chiefly concerns banking, it may be described as an 
addendum to section 25 of the Trustee Act, which gives 
power to trustees to delegate their function during 
absence abroad. It is not always appreciated that the 
control and guidance of trustees assured by the 1925 Act 
applies not only to trusts set up by will or by deed, 
but also to implied and constructive trusts, and that 
the term “trustee” in that Act includes as a rule 
a personal representative, i.e. an executor or an 
administrator.* Section 25 of the 1925 Act set out the 
terms upon which a trustee going abroad may delegate 
by power of attorney the discretion vested in him to 
deal with his trust. By virtue of section 23, trustees 
may, of course, at all times employ agents, including 
bankers, to perform purely executive services, such as 
the receipt and payment of moneys, and the custody 
of investments. It is recognized in particular that 
ministerial acts not involving any discretion, such as the 
execution of a transfer of stock or a conveyance of land, 
may be delegated specifically by power of attorney. 
While in no way suspending section 25 of the Trustee 
Act or any other power of delegation,+ the new Act 
authorizes a trustee or a personal representative to dele- 
gate his discretions, powers and duties as such to any 
person or to two or more persons jointly, except as 
reserved below, during the whole or any part of 

(a) any period during which he is engaged in war 

service; and 

(b) a period of one month thereafter. 

Delegation is authorized to persons jointly and it 
does not therefore seem possible to give power to two 
or more attorneys to act severally. 

A banker registering a power of attorney under this 
authority must first see that it bears evidence of filing 
with the central office of the Supreme Court, which is 
essential for legality. Whereas the Trustee Act requires 
that a power shall be filed there within ten days 
after execution, the Emergency Act stipulates no 
time limit and leav es it to be inferred that filing should 


* Trustee Act, 1925, ‘section 68. 
| E.g. the power given by section 23, or in rare cases by a trust 
mee | and the general principle that one personal representative may in 
many circumstances act validly for himself and his co-representatives. 
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be effected as soon as practicable. The statutory 
declaration of intention to stay abroad (specified by the 
Trustee Act for filing with the power) is not necessary. 
It is sufficient that the donor of a power is deemed by 
the Emergency Provisions to be unable to give his 
attention to his trust on account of war conditions. 

Having identified the attorney, and having confirmed 
to his satisfaction that a power has become operative, 
the banker must act upon it. It is not necessary to have 
inserted in a power an express authority to operate 
banking accounts or to deal with securities, and a banker 
need feel no anxiety if there is no specific clause to 
cover those points. He will then want to know in what 
circumstances it will terminate. In particular it should 
be noted whether the permitted additional period of one 
month is granted by the donor, after his war service has 
expired. War service is defined to mean (a) service 
during the period of the present emergency (whether 
within or outside the United Kingdom) in any of His 
Majesty’s naval, military or air forces or the nursing 
service or other auxiliary service of any of those forces; 
(b) any other service during that period (whether within 
or outside the United Kingdom) in any British ship; 
(c) any other work or employment during that period 
outside the United Kingdom in connection with the 
present war. So long, therefore, as the donor is serving in 
any one of these categories (which do not include certain 
other home defence activities of a national character), 
his power of attorney may be relied upon until it 
becomes inoperative on his ceasing to be employed in 
such services, or at the date which His Majesty may 
by Order in Council declare to conclude the period of 
the present emergency, subject always to an extra month 
if this has been stipulated. The period of the emergency 
will not necessarily end at the cessation of hostilities. 

A power will naturally be cancelled by death of the 
donor and in time of war the receipt of inconclusive 
notice of death might, but for section 6 of the present 
Act, embarrass a banker. This legislates also for the 
death of the attorney, as follows :— 

‘‘ No person shall be deemed, for the purposes of this Act, to 
have actual notice of the death of any other person by reason only 
of a report to the effect that that other person is missing, or is 

c2 
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missing and is believed to have been killed, unless the death of 
that other person has been presumed by order of a court of com- 
petent jurisdiction and the person in question has notice of the 
order.”’ 


Instructions of an attorney may therefore be 
accepted without question by a banker until: (1) death 
of the donor has been proved to him in the ordinary 
way or by official announcement, (2) notice is received 
that death has been presumed by a competent court, 
(3) notice of revocation is received or notice of cessation 
of war service by the donor. 

Section 3 (2) of the present Act provides that :— 

‘“‘ In favour of any person dealing with the donee of a power 
of attorney, any act done or instrument executed by the donee 
shall, notwithstanding that the power has been revoked, whether 
by the act of the donor of the power or by operation of law, be as 
valid and effectual as if the power had remained unrevoked at the 
time when the act was done or the instrument executed, unless 
that person had at that time actual notice of the revocation of the 
power.’’* 


No act of the donee can be valid that would have 
been invalid if performed by the donor and a banker 
is, of course, exposed, in dealing with an attorney as 
with his principal, to the risk of being held—though 
innocent of wrongful intention—to be a contributory 
party to a breach of trust. 

If no actual notice has been received but revocation 
is thought possible (implied or constructive notice may 
be present) additional protection may be obtained in the 
form of a statutory declaration by the donee that the 
donor is at the relevant time on war service, or that the 
donee is acting in execution of the trust. Such a 
declaration is conclusive in favour of anyone relying 
on it.y The Act also provides that if a donor can prove 
that a power was given to a donee in good faith and with- 
out negligence, the latter is responsible for any miscon- 
duct or default in the trust. No such defence is granted in 
ordinary times to the donor of a power executed under 
the Trustee Act, section 25, which directs that the donor 


* This section is parallel to section 25 (8) of the Trustee Act, 
except that no person is given protection against relying on a power 
which has never come into operation. The contingency is not likely 
to arise. 

¢ Execution of Trusts (Emergency Provisions) Act, section 3 (3), 
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is liable for the acts or defaults of his attorney, as if they 
were his own. The primary responsibility of the 
attorney under the Emergency Act naturally does not 
preclude the donor from exercising his powers himself 
if circumstances call for reference to him. 

Emergency delegation of the powers and the duties 
of trustees and personal representatives in favour of any 
person or persons is permissible subject to the following 
reservations: (a) no delegation is permitted to any 
person who would not as principal be competent, e.g. an 
infant, a lunatic, or a company which is not a Trust 
Corporation, (b) no delegation is permitted in relation to 
an implied or constructive trust. (There is no such 
impediment in the Trustee Act 1925), (c) one trustee may 
not delegate to another who is his only co-trustee, unless 
the co-trustee is a Trust Corporation, (d) one trustee may 
not delegate to any person (except a Trust Corporation) 
who is already exercising powers delegated by another 
trustee. With regard to (6), implied trustees involved 
in the war are deprived of the opportunity to divest 
themselves for the time being of their obligations, 
presumably for the reason that it would be unsatisfactory 
to allow trustees to depute without recourse to themselves 
obligations which have not been fully and legally defined 
by deed or otherwise. In the event of a donor appoint- 
ing a co-trustee to act as his attorney, not being the 
only other trustee, it would be proper to terminate the 
donee’s authority should he become the only trustee 
other than the donor as a result of the death of other 
trustees. The legal profession has foreseen such circum- 
stances and it will usually be found recited in a power 
that nothing contained therein shall authorize any one 
person to perform a trust alone in the dual capacity of 
trustee and attorney for the only other surviving trustee. 
This should be borne in mind with the other possibilities 
of termination mentioned earlier. 

Subject to the same set of exceptions, the Provisions 
for trustees and representatives engaged in war service 
extend on identical terms to delegations by such persons 
not engaged in war service, while they are outside the 
United Kingdom and are reasonably prevented by 
circumstances connected with the present war from 
returning to the United Kingdom. 
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These, then, are the main provisions of the Emer- 
gency Act. Delegation is also authorized by tenants for 
life and statutory owners, and provision is made for the 
exercise of Settled Land Act powers in case of death of 
an infant engaged in war service or prevented from 
returning to the United Kingdom, but it is unlikely that 
a banker would be concerned in either case without 
legal assistance. 

In spite of this legislation it is likely to be found in 
practice that the facilities will not always be used, and 
bankers will be asked to honour the signatures of 
remaining trustees when one or more of their number 
is not available because of the war. No doubt the risk 
will be taken, where it is not unreasonable, subject to 
the precautions of obtaining where possible the 
indemnity of the trustees and/or their beneficiaries, with 
or without a periodic admission by all parties that the 
accounts of the trusts are in order. It is suggested, how- 
ever, that a release of bearer securities without the 
concurrence of all trustees, or of their legally appointed 
deputies, should be a matter for exceptional care, in view 
of section 7 of the Trustee Act 1925, which directs that 
trustees shall deposit such securities, until sold, with a 
banker for safe custody. 

Delegation of executorship in the emergency will 
probably give little trouble to bankers. Executors 
appointed by will may always renounce probate and 
renunciation is likely by a named executor if by reason 
of war conditions he cannot act. It is also well 
established that executors may delegate their powers and 
discretions to co-executors (except for conveying real 
estate), but not to outside parties, so that in all proba- 
bility only a sole executor already acting will need to 
appoint an attorney while on war service or compelled 
to stay abroad. An executor (or other personal repre- 
sentative) exercising the war time power of delegation 
in the administration of an estate may also delegate to 
the same nominee any duties which may in future 
devolve on him by reason of his becoming a trustee 
of the estate when the administration is completed.* This 
facility is subject to the restrictions on persons who may 





* Execution of Trusts (Emergency Provisions) Act, section 1 (2). 
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be attorneys discussed above. A sole administrator who 
is already appointed will be able to delegate his responsi- 
bility likewise by power of attorney. If two or more 
individuals are joint administrators any one of them 
may, like any one of two or more executors, give a good 
discharge for moneys, etc., to a banker, while they are 
dealing with estate vested in them in their representative 
capacity. But if administration has been granted to 
more than one individual, as provided by section 12 of 
the Administration of Estates Act, 1925, because any 
beneficiary is an infant or a life interest arises under the 
will or intestacy, then it will be wise for a banker to see 
that no such administrator involved in the war delegates 
his functions im his fiduciary capacity except as 
authorized under the Emergency Provisions which have 
been described. 


Mortgages and Other Matters 


By F. R. Ryder 


HE five preceding articles in this series have 
analysed the broad effects of the present 
emergency legislation upon the major divisions 
of banking practice. A variety of minor points, 
particularly in connection with mortgages of real 
property, remain to be discussed. As was explained in 
the February issue,* the banker, in order to pursue 
one of his usual remedies, such as sale of the property 
or the appointment of a receiver, must, under the Courts 
(Emergency Powers) Act, apply to the appropriate court 
for leave to proceed. Even if this leave is granted, how- 
ever, the obtaining of actual possession must (in virtue 
of the possession of Mortgaged Land Act) be preceded 
by a period of three months following demand, notwith- 
standing any clause in the bank’s form of mortgage. 
This provision applies to any mortgage of real property 
created before September 3, 1939. In exceptional 
circumstances it may, however, be possible to avoid this 
procedure if the mortgagee has broken one of the cove- 
nants other than that for the payment of money, such 
as to insure or repair, which are contained in forms of 
* Bank Loans and the Courts Emergency Powers Act, by F. R. 
Ryder. 
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bank mortgages. In this case the Courts (Emergency 
Powers) Act and the Possession of Mortgaged Land Act 
in combination do not demand the leave of the court, 
if the mortgagee elects to take possession as of his normal 
right. However, where this is done his agent (unlike 
a receiver) does not become the agent of the mortgagor, 
thus placing upon the banker the exacting duty of 
managing the property to the greatest advantage of the 
mortgagor.” The prospect of an application for leave 
of the court proving successful is still a matter for con- 
jecture, although recent cases have shown a tendency of 
the courts to regard this matter on a joint venture basis. 
It may be useful to a banker to know that a receiver 
replacing one appointed before September 3, 19309, is 
entitled to act without leave of the court because the 
office of receiver is continuous. f 

In addition to the above points that concern all 
property mortgaged to a banker, there is a more limited 
group of properties to which the provisions imposed by 
the Rent and Mortgage Interest Restrictions Act, 1939, 
apply. Where such property is mortgaged to a banker, 
he is specifically forbidden to call in his mortgage or 
raise interest beyond a certain standard rate. No 
permission from court can vary this statutory provision. 
To be within the compass of this Act a mortgaged 
property must have had on April 6, 1939, a rateable 
value not exceeding £100 if in London (in the provinces 
75 and in Scotland £90) and must be let as a dwelling 
house. Occupation by the owner prevents a property 
from being controlled and furnished lodgings and 
licensed premises are specifically excluded. For the 
bank to be restricted by the Act, interest must not be 


*See White v. City of London Brewery, 1889, Ch. D.237, in 
which the defendants, who were mortgagees in possession, were held 
liable for the additional rent that they would have received by letting 
the property, which was licensed, as a free house and not as a tied 
one. 
+ See Metropolitan Properties & Co., Ltd., v. Purdy (A.E.R. 188, 
1940); Blanket v. Palmer, S.S. (1940) 132, Landlord and Tenant cases. 
in re Jobsens Application, 34 T., L.R. 184, Mr. Justice Eve suggested 
some principles suitable for unexceptional applications of mortgagees. 
These, however, have not the strength of usual ‘“‘ obiter dicta ’’ 
because the court’s power is essentially discretionary. 

t In re Hill, Ltd. v. Simmons Contract (1920) W.N. 326. 
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more than twenty-one days in arrear and other 
covenants must be observed, while a mortgagor of a 
leasehold depreciating sufficiently to jeopardize the 
security must pay into court a sum to offset such 
depreciation. Of most interest to the banker, how- 
ever, is the somewhat anomalous position resulting from 
the decision in London and Westminster Bank v. 
Tomkins (1918, K.B. 13 (C.A.) 515). In that case, three 
appeal judges unanimously agreed that the provision 
excluding the application of the Rent Acts to an “ equit- 
able charge by deposit of title deeds or otherwise ” 
includes the usual form of bankers’ equitable mortgage, 
even though this gives a power of sale and is widely 
worded. In view of these various restrictions, and the 
regulations concerned with the rate of interest, it would 
seem desirable for bankers to classify their real security 
into controlled and uncontrolled properties. In some 
cases it might even be thought desirable to sacrifice the 
usual advantages of a full legal mortgage, substituting an 
equitable charge with powers customary to a banker. 

One effect of the new legislation is to prevent the rate 
of interest from being raised above the so-called “ stand- 
ard” rate. Except as regards a very small proportion of 
mortgages still subject to the old Rent and Mortgage 
Interest Restriction Acts, the standard rate of interest is 
that in force on September 3, 1939. On the basis of the 
decision in Goldsmith v. Orr* it would seem that, how- 
ever long-standing any arrangement a banker might 
have, where the property mortgaged is controlled and a 
rate of interest is charged varying with the bank rate, the 
interest must not be raised above the standard rate. 
Before leaving the subject of mortgages of realty, 
bankers may be reminded that, where compensation is 
claimed from the Government by the owner it is subject 
to the rights of a mortgagee. In the event of war damage 
to property securing ground rents or chief rents mort- 
gaged to them it is important to see that the freeholder or 
chief rent owner takes the fullest opportunity offered by 
the Landlord and Tenant (War Damage) Act. 


* 1920, K.B. 1. In this case no increase of rent was permitted 
after the governing date although resulting from an agreement prior 
to that date. 
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Emergency legislation has to be considered in every 
department of banking work. For example, it affects the 
banker acting as a bailee. Usually, removal without 
consent of the customer of an object held for safe custody 
would be a breach of contract, with consequent liability 
of the banker for any resulting loss or damage. By 
Section (1) of the Liability for War Damage Act, 1939, 
removal of goods with the object of avoiding war 
damage is protected. However, this Act refers to 
“goods,” and this term is normally taken to exclude 
money and choses in action, which latter form the 
subject of a large proportion of bankers’ bailment con- 
tracts. Furthermore, it is not inapt to consider the 
position of securities held abroad on behalf of customers. 
The recent fears for the neutrality of some of Germany’s 
smaller neighbours raised the question whether such 
securities might without legal objection be transferred to 
this country for greater safety. Whatever interpretation 
is placed upon the term “ goods ”’ in the Liability for War 
Damage Act, it would seem that the banker must look 
further afield to decide this question. Generally speak- 
ing, the performance of a contract is governed by the law 
of the country where such performance is to take place 
and it is that law the English courts will apply in deciding 
whether the mode of performance has resulted in a 
breach.* This is subject, of course, to an express or 
implied term to the contrary in the contract. 

A minor point which does not appear to have 
attracted the attention it deserves is the obligation to 
insure goods under the Government’s compulsory 
scheme where a banker has had perforce to become the 
owner of goods formerly held as security. Again, there 
has been an unreported decision} that a cheque given 
in payment of a pre-war debt created a new contract 
and judgment could be enforced without leave. This 
is clearly to the banker’s advantage in a case where he 
may have to rely upon his position as a holder for value 
where he has cashed a cheque, credited one as cash, or 


* Chatenay v. Brazilian Submarine Telegraph Coy., 1891 (Q.B.) 
(C.A.) per Lord Esher, M.R. ‘‘. . . the law has said that if a 
contract is to be carried out in whole in another country it is to be 
carried out wholly according to the law of that country.’’ 

t Young v. Macey, before Hallett, J., January 12, 1940. 
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received it in reduction of an overdraft. A banker is also 
concerned to know that any garnishee order msi, or 
charging order nisz, served upon him needs no leave of 
the court, although such procedure is necessary before 
the order is made absolute. In these and a thousand and 
one other ways the conduct of banking and the banker’s 
legal relationship to his customer have been changed by 
the advent of war. Only a clear knowledge on the part 
of all responsible bank officials of the new legal position, 
as outlined in this series of articles, will enable the banks 
to avoid much vexatious litigation and at the same time 
to carry out efficiently their new functions as the 
guardians of the national interest in financial affairs. 


War Loan Technique: 1914—1919 
By W. T. C. King 


HE terms of the first War Loan and, still more, 
the fixing of revised minimum prices for gilt-edged 
clearly indicate the authorities’ intention to make 
this a “cheap money” war. But drastic action of one 
kind or another is needed if our financial policy is not 
to drift into channels resembling those of 1914-18 much 
more closely than most people would care to admit. 
Valuable lessons can thus be learnt from the methods of 
the last war and their results. Then, as now, reliance was 
placed upon voluntary saving; then, as now, great efforts 
were made to stimulate it. Nor were those efforts un- 
successful. In the seven years to March 31, 1921, the 
gross total of domestic borrowings was £6,431 million.* 
Yet of that total the banks financed, directly or indirectly, 
less than one quarter—almost £5,000 million was taken 
up by the public. 

Evidently, the golden rule of war finance—that sub- 
scriptions to loans must come from public savings—is 
not of itself a guarantee against inflation. Everything 
depends upon “whether the loans are issued, and the 
Sav ings made, before or after the spending of money by 


° An analy sis of 1914-2 21 1 Budgetary and banking figures appeared 
in an article by the present writer in THE BANKER for November last. 
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the State. In the last war, it was invariably the spending 
which came first, necessitating floating debt finance 
which actually generated the monetary savings from 
which the long-term loans were later subscribed. 
This explains the huge public subscriptions to the 
loans of the last war, but the size of these subscrip- 
tions is certainly no vindication of the voluntary 
principle. The real saving was compelled by an 
inflationary price rise, and most of those who saved 
voluntarily were merely refraining from spending the 
fruits of other people’s savings.* 

In the last war, the inflationary process started almost 
at once, chiefly because of the huge credit creation in- 
volved in the Bank of England’s emergency assistance 
to the money market and to holders of frozen bills, 
which raised the Bank’s “other” securities portfolio 
from £47 million to £122 million in two months. By glut- 
ting the market with funds, that expansion enabled the 
authorities to place £90 million of Treasury bills in 
three months (at August i the total issue had been no 
more than £15°5 million, of which £4 million were 
held privately), and in mid-November to launch a long- 
term loan of much greater relative amount than the 
issue of last month. The very ease of these operations 
exerted a profound influence upon the whole subsequent 
financing of the war. They not merely started the in- 
flationary process, but pointed the way to the primrose 
path. Credit creation designed at first to meet the 
emergency in the business and financial world became 
the basic method of government finance. 

As early as April, 1915, Treasury bills in denomina- 
tions as small as £1,000 were placed on tap to all comers 
at fixed rates, and from that moment the issue grew 
with amazing rapidity, as the table on page 31 shows. 

It should be observed that not all this debt repre- 
sented inflationary borrowings, for from 1916 onwards 
only a moderate proportion of the outstanding bills were 
carried by the banks and discount market. Owing to 
the high rates obtainable (see Table IV), large 
quantities of bills were taken up by other financial 


* A brilliant exposition of this process will be found in Mr. 
Keynes’ new pamphlet, ‘‘ How to Pay for the War,’’ Chapter IX. 
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institutions, large companies and even private investors, 
for all of whom they were a favourite repository for 
funds awaiting tax-collection, especially for E.P.D. 
monies. The disposition of the Ways and Means 
Advances is less certain, for they were not sub-divided 
in the war revenue returns. At times, the Bank of Eng- 
land’s share was large, but after the spring of 1916 a 
big proportion apparently comprised loans from the 
clearing banks, whose surplus balances were received by 
the Bank of England as three-day deposits at fixed 
rates, and were then re-lent to the Government. These 
balances did not figure in the Bank return. 


I.—GROWTH OF FLOATING DEBT 
(in millions of £) 


Treasury Bills Outstanding at March 31 
Ways 
High* Low* Bills and Means 
1914T ba 101.6 15.5 — — 
I9I5 aa 395.6 yi: 81.0 = 
1916 ne 1,148.5 406.0 574.4 19.9 
IQI7 - 1,093.0 454-5 463.7 217.5 
1918 sh 1,124.0 946.7 973-4 192.3 
1919 is 1,121.6 628.2 957.2 455-0 
1920 aa 1,144.9 977.8 ¥,107.3 204.9 
Ig2I oa 1,221.6 1,084.2 1,120.8 154-5 
1922 - 1,068.4 712.6 877.2 147.3 
1923 és 715.9 584.7 616.0 193.9 
* Calendar years. {+ War period only. 


Of the four long-term loans of the war period (includ- 
ing the Victory Loan), all save the first sought primarily 
to restrain inflation by redeeming a large part of an 
enormously unwieldy floating debt. Yet in every case 
there was heavy participation by the banks, and the 
propaganda campaigns stressed only the need for the 
maximum subscriptions, no matter from whom they 
came or how they were financed. Moreover, the special 
facilities granted to subscribers, and the management of 
the money market during the flotation periods, actually 
tended to accentuate the inflation. The first loan, the 
£350 million 34 per cent. 1925-28 issue of November 
1914, was offered at 95; yet the Bank of England an- 
nounced that it would lend against the stock at par 
(without margin) at any time within three years, at 1 per 
cent. below Bank rate—and actually lent at 2 per cent. 
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below Bank rate over the turn of the year. In conse- 
quence, the banks readily subscribed £100 million. By 
the end of the year, after heavy repayments of Ways 
and Means from the first proceeds of the loan, the Bank’s 
total deposits still stood at £155 million—in contrast 
with £67 million on the eve of war. The flotation of 
the second loan, to which the banks subscribed £200 
million, involved an even heavier creation of credit at 
the Bank, and was marked by the public announcement 
of loan facilities for indefinite periods—though the issue 
coincided with the first public economy campaign ! 

The most reckless procedure of all was that of the 
“ Great” war loan of 1917—the 5 per cent. issue—which 
was launched just after the Treasury bill issue reached 
its wartime peak of £1,148°5 million. The issue was 
heralded by the suspension of sales of all other securities 
(including Treasury bills) except savings certificates, and 
the lists were kept open from January 11 to February 16. 
The banks announced that they would lend to 
subscribers (including strangers who had no bank 
account elsewhere) at 1 per cent. under bank rate 
(minimum 5 per cent.) for “reasonable” periods, 
apparently up to two years in some cases; and the 
Treasury stated that bank interest would be deductible 
for purposes of income-tax. The result of these special 
measures was a huge response—cash subscriptions alone 
(including applications in Treasury bills) amounted to 
£966 million—and a huge credit creation. The banks 
were believed to have lent £200 million, but much more 
important than this was the inflation caused by the fact 
that the suspension of Treasury bill sales had forced the 
Government to borrow on Ways and Means. From mid- 
December to February Io no less than £345 million was 
borrowed in this manner. Issues of Treasury bills 
were not resumed until early April, and by that time the 
outstanding total had been reduced to £424 million. 
Much the same technique was adopted with the Victory 
Loan ot 1919, when in six weeks the Treasury bill issue 
dropped from £1,036 to £628 million while Ways and 
Means rose from £458 to £930 million—the highest 
figure ever reached. At that period the floating debt 
also reached an all-time record—at £1,570 million on 
June 30, 19109. 








a 
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The principal terms of these four loans are set out 
in the following table, which also shows the net cash 
subscription to each :— 


II.—Lonc-TERM LOANS 





£ (mills.) 

Nov., 1914 .. 3$%, 1925-28, at95 .. a a 331°8 
June, 1915 .. 4$%, 1925-45, at I0o .. ~ sa 592°5 
Jan., 1917 .. { 5%, 1929-47, at 95S ‘i wa 948-5* 

4% (tax-compounded), 1929-42, at 100 

June, 1919 6 .. f 4% Funding, 1960-99, at 80 .. a 231°I 
4% Victory Bonds at 85 a es 244°7 

Total Cash Receipts in a .. £2,348-6 





* Including £130-7 mns. in Treasury bills. 


Several miscellaneous features of these loans are 
worth recording. First, the instalments were in every 
case spread over a long period—the shortest was four 
months, for the 1915 loan, and the longest seven months, 
for the Victory Loan. Secondly, a good deal of ingenuity 
was devoted to devising features to provide a special 
appeal, and several of these features were incorporated 
in the Three per cent. Loan made last month. In par- 
ticular, the 1915 loan gave holders the right to tender 
their stock at par, plus accrued interest, as the equivalent 
of cash in any subscription to future war issues; the 1917 
issues and the 1919 Funding loan were to be acceptable 
at the issue price in payment for death duties (with the 
“lottery” Victory Bond acceptable at par); and tax- 
exemptions were given to non-residents. 

Important though these various long-term loans 
were, they were not, in fact, the most potent instrument 
of slowing down inflation. At the end of 1915, the 
authorities realized that spasmodic approaches to the 
market were wholly inadequate, that inflationary sur- 
pluses had to be drawn off as quickly as possible, and 
consequently what was needed was a system of con- 
tinuous borrowing. “Tap” issues of short-dated securi- 
ties therefore became a regular method of finance. The 
first issue of this kind—a 5 per Cent. Five-year 
Exchequer bond offered at par in denominations as low 
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as £100—was put on “is cen the hanks on 
December 15, 1915, and a month later units as small 
as £5 were offered through money order offices. 
Between end-1915 and 1919 there were no fewer than 
nine separate series of bonds of this type, embracing 
twenty different securities. And, including a £50 million 
tender issue of Exchequer bonds in March 1015, the total 
cash yield from these various securities up to March 31, 
1921, was no less than £2,357 million. 

The following table gives a complete record of all 
tap issues and other short-term domestic borrowings :— 


I1I.—SuHORT-TERM AND “ Tap’”’ IssuEs 


Exchequer Bonds : £ (mills.) 
Dec., I915 .. 5% Bonds, red. 1/12/20 at par 
June, Ig16 .. 5% si a 5/10/19 ,, 
or 5/10/21* é 
Sep., 1916 .. 6% ,, - 16/ 2/20 ss £577°9 
Ape., 1617 «. 5% ” 7 E/IG/30 ws 


or 1/4/22* 
National War Bonds : 


Sep., 1917 .. 5% Bonds, red. 1/10/22 at 102 
, x - 1/10/24 103 
5” 4 1/10/27 105 
4% , (ta: LX-C pnd l) «1/10/27 par 
Apr., 1918 5% Bonds, red. 1/4/23 at 102 
5% ” ” 1/4/25 103 
5% ” ” 1/4/28 105 
‘2 (tax-cpndd) 1/4/28 100 £1,732°8 
Oct., 1918 5° fig = 1/9/23 102 
5% Pa ‘a 1/9/25 103 
5° fo | 1/9/28 105 
4% + (ta LX- cpndd) 1/9/28 100 
Feb., 1919 ao, B 3onds, red. 1/2/2 102 
5% - 1/2/29 105 
At 4 ax-cpndd) 1/2/29 100 
Savings Certificates, from Feb., 1916 ae at ae 339°1 


Miscellaneous Issues : 
War Expenditure Certs.—Two-year bills, issued at 





discount; June 3 to Dec. 31, Ig16.. os 29:9t 
Exchequer Bonds—Five-year 3% 3onds by te nder 
in March, 1915; average rate was {3 18s.% _... 47°9t 
Treasury Bonds—5-15 year, on tap from May, 1920; 
5% minimum rate, variable with Treasury bill rate 22:6 
Total Cash Receipts ae ws -- $£2,750°2 


* Option to holder to select one of the two dates. 


+ The issue price of these tax-free securities was ror}; all other 
Exchequer and War bonds were offered at par. 
t Actual cash receipts. 
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Saving inti. despite the excellent work of the 
War Savings Committee, played a relatively minor part. 
They were first offered on February 109, 1916, and by 
March 1921 had absorbed £339 million—a figure which 
also tends to confirm the impression that it was the 
profit inflation which provided the principal source of 
new public “ savings.” 

It should be observed that the figures in the above 
tables represent net cash receipts, and afford no indica- 
tion of the proportions of short- and long-term debt 
outstanding at different periods. Holders of Exchequer 
and National War bonds had the right to tender them 
as equivalent to cash in subscriptions for long-term loans, 
and large amounts were funded in this way. The 


IV.—TREND OF INTEREST RATES 


24% Consols Treasury Bills Bank Rate 
Price Yield (3 mos.) 
% % % % % 


High Low h Low High Low High Low 


l & 


1914* .. 693 — 3-6 3.8 2.9 10 5 
TOTS. .«. 683 57 4-4 3.6 5.0 1.6 5 5 
Ig16_.. 612 563 4-4 4.0 5.5 4.5 6 5 
I9Qi7_.. 663 50% 4.9 3.8 5.5 4.0 6 5 
1918 _ .. 63 532 47 40 4.0 3.5 s °§ 
1919... 60 49% 5.0 4.2 5.5 3.5 6 5 
1920... 52 433 5.8 4.8 6.5 5.5 y 6 
192 .- 50 448 5:6 49 65 50§ 7 5 


* War period only. {Price and yield on eve of war; the Stock 
Exchange remained duaed for the remainder of the year, and the only 
price obtainable for Consols was the nominal official minimum of 683. 
§ For first half of year only. 


amounts of long-term debt thus created are not, how- 
ever, included in the figures in Table II above. National 
War bonds were also acceptable in payment of death 
duties, E.P.D. and Munitions Exchequer Payments. 
The highest rate paid on any loan intended for 
the public, it will be seen, was 6 per cent., on the tap 
Exchequer bonds sold in the last quarter of 1916, an 
issue which provided £161 million. The primary reason 
for the extravagant rate on this series was the rapid 
approach of the Treasury bill issue towards its maxi- 
mum, but an additional reason was the desire to attract 
neutral funds. Throughout the war, indeed, this 
D 
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argument was constantly urged in support of high rates, 
and whenever short money rates began to weaken there 
were noisy protests at the dangers which were being run. 
How money rates moved is indicated by Table IV. 

There is reason to hope that no such rates as these 
will be seen in this war. For this time we have an 
effective control of the capital market and of the 
exchanges, and attempts are being made from the outset 
to stop all avoidable capital construction. So long as 
the authorities are prepared to support the market freely 
in a liquidity crisis (or, alternatively, to lend freely on 
stock frozen up at the minimum prices), it seems 
probable that a rise in interest rates could be safely 
avoided even in a period of inflation. Whether inflation 
itself will be avoided is a very different matter, and if 
it is not, there is clearly a danger that high interest rates 
may result from a belief that they would restrict con- 
sumption expenditure. But from 1914-18 experience the 
clearest lesson of all is that if we rely upon the voluntary 
system, as at present we are doing, it is only by inflation 
that it will be made to work. We shall simply deceive 
ourselves, and thereby raise new obstacles to the adop- 
tion of sound policy, if we judge the voluntary system 
merely by the size of the public response to loan appeals. 
The only sure test of success is what is happening to 
prices. 


Building Societies in Wartime 
By Roland Bird 


T would be idle to pretend that war can provide 

anything but an unfavourable environment for 

building societies. It must severely restrict the 
constructional activity which it is the basic function of 
the societies to finance. In addition, it may from 
time to time place some strain upon their liquid 
resources. The first need, however, is to put the war 
into its context. Already, some months before hostilities 
broke out, the building society movement had been faced 
with serious problems. It had digested the “ Borders’ 
Case,” and found several aspects of proceedings distaste- 
ful and discouraging, although the judgment in the first 
court confirmed the societies’ right to take collateral 
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security. It had marked the passing of a new building 
societies Act—the first since 1874—which fastened new 
responsibilities on the movement. Perhaps the fairest 
description of the state of building society opinion during 
the first part of 1939 is to say that it was somewhat 
on the defensive. Moved by the nervousness induced 
by the Munich crisis, a certain number of depositors and 
shareholders reduced their balances. The societies, 
whose mortgage business was continuing at a fairly 
normal pace, found themselves faced by the possible 
development of a tight cash situation. Hence, early last 
year, the majority of the leading societies removed the 
restrictions imposed on new share subscriptions, which 
they were now prepared, once more, to accept freely at 
34 per cent., tax free. In the cheap money period, a few 
years earlier, they had been prepared to accept only 
limited amounts, on deposit, at 2 per cent. 

War, therefore, superimposed its effects when the 
movement was already experiencing some financial 
stringency, though it was a stringency which judicious 
adjustment of interest rates might alleviate. It was the 
signal for a renewed demand for liquidity on the part 
of building society depositors and shareholders. While 
those demands were, of course, met without any open 
difficulty, they were sufficient to emphasize the conclu- 
sion suggested by the present writer in THE BANKER 
of April, 1939—that the movement's liquid assets, as a 
whole, were no more than sufficient to meet exceptional 
demands. Some societies had to seek temporary assist- 
ance from their bankers, in order to meet the demand 
for cash. And while many societies who borrowed from 
their banks had repaid the whole sum by the date of 
their balance sheets, others still had loans outstanding 
at the end of the year of some magnitude. The demand 
for cash was linked, in turn, to two developments on 
the mortgage side of the business. In the first place, 
new advance business was generally suspended, and this 
tended to ease the cash problem. Secondly, by the 
Courts (Emergency Powers) Act, the societies can no 
longer obtain a remedy against defaulting mortgagors 
who are unable to maintain their payments owing to 
circumstances directly or indirectly attributable to the 
war, unless leave of the Court is granted. The societies 
have been prepared to assist such borrowers in tempor- 
D2 
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ary difficulty by allowing a suitable reduction in the 
monthly instalments due under the mortgage. Two 
conclusions emerge, therefore, regarding mortgage re- 
payments. Some increase in total default must have 
been experienced in last year’s exceptional circum- 
stances. Secondly, the policy which the societies have 
adopted to help mortgagors in difficulty has naturally 
affected the volume of repayment money. 

On balance, therefore, the accommodation of out- 
goings to receipts has not been a simple matter. It can 
be followed in the accompanying three tables, which 
set out, for seven large societies, share and deposit sub- 
scriptions and withdrawals, the volume and repayment 
of mortgage advances, and the extent of temporary bank 
finance. The totals are naturally influenced to a major 
extent by the Halifax Building Society figures, which 
account for about half of the totals in the first two tables. 
The Halifax is sometimes a law unto itself. For example, 
it was the only society among the seven (except Port- 
man, which may have been affected by special circum- 
stances) to obtain no increase last year in its share sub- 
scriptions. The other societies showed increases of 
surprising size, which must surely illustrate the potency 
of a tax free 34 per cent. return in times of high taxation. 
But without exception, withdrawals of shares were sub- 
stantially heavier last year than in 1938, though the 
Halifax suffered relatively less severely than several of 
the other large societies. For the seven societies together, 
new share subscriptions totalled £25.2 million against 
£25.6 million in 1938; but withdrawals jumped from 
£21.8 million in 1938 to £26.7 million last year. The 
fact that the balance of shares outstanding increased by 
rather more than £5 millions is due, of course, to the 
crediting of interest on the outstanding balances. 

These trends are even more noticeable in the analysis 
of deposit business. The opening of the share lists at 
a higher rate of interest may have tempted a transfer 
of some funds previously held as deposits. And part 
of the reduction in new deposits may have been due to 
a reduction in pool deposits under collateral security 
schemes, as a result of the fall in mortgage business last 
year. But there has been a uniform and telling decline 
in deposit business which, despite the crediting of 
interest, actually resulted in an appreciable reduction in 
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the deposits entrusted with the seven societies from £72°4 
million to £68.1 million. 

On the mortgage side, these seven societies experi- 
enced a reduction of no less than 314 per cent. in new 
advances, from £462 million in 1938 to £31°6 million 
last year—a fall which was due more to policy than to 
any lack of demand for mortgage facilities. At the same 
time, a 93 per cent. reduction occurred in repayments 
from £42°5 million to £38°5 million. Normally, some 
increase in repayments (including interest) would have 
been expected, in view of the ever-increasing size of out- 
standing mortgages and accrued interest in recent years. 

These figures throw a significant light on the societies’ 
financial problem in wartime. But, in many respects, 
that problem is still a potential, rather than an actual, 
one. So far as war has played a part in last year’s 
results, its force was felt only in the last four months of 
the year. Possibly, many hard mortgage cases could not 
be settled in this period, while others will only be of a 
temporary character until those thrown into unemploy- 
ment by the war are brought back into employment. 
Nor was a single penny lost through enemy action in that 
period. While the geographical spread of risks which 
the larger building societies can claim will limit any 
future losses upon individual societies, they cannot be 
avoided if the war becomes intense. Meanwhile, the 
societies and their borrowers remain in the same un- 
enviable position regarding compensation for war 
damage, as property owners at large. 

The societies, too, are concerned about the main- 
tenance of their profits in wartime. When the standard 
rate of income tax was 4s. 6d. in the £, the composite rate 
payable by the societies under the arrangement with the 
Inland Revenue stood at ts. 8d. Before the war it was 
2s.0 4/9d. The war Budget raised the rate to 2s. 7 1/od. 
in the £. The revision of the arrangement this month is 
not anticipated with relish by the movement. There have 
been suggestions that, if the societies’ reserves are to be 
maintained to meet the tests which may lie ahead, an 
increase in mortgage rates should be made. One or two 
societies—including the Bradford Permanent and 
Eastern Counties—have announced increases in the rates 
on existing mortgages. In many cases, however, rates 
could not be increased without the sanction of Parlia- 
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ment, owing to limitations a in Statute, 
though presumably the rebates of mortgage interest 
which many societies have granted to borrowers in 
recent years could, in case of need, be reduced or discon- 
tinued, provided that the rate of interest in the mortgage 
deed was not exceeded. The policy recently announced 
by the Halifax Building Society is surely to be preferred. 
As from July 1st next, the Halifax will establish the rate 
- interest for shares at 3 per cent., and for deposits at 

| per cent. These rates have been paid by the Society 
rt new money in recent years, and long-standing 
balances are to be brought into line with them. With 
income tax at the present level, such tax free returns are 
surely adequate. The societies receive an approxi- 
mate interest return of 4} per cent., on the average, 
from mortgage business, and they pay rather more than 
34 per cent., on the average, for their funds. Manage- 
ment expenses add another 2 per cent. to this figure, and 
taxation on the present scale about 2-3 per cent. The 
resulting margin is not a large one if adequate reserves 
are to be maintained. But it would be idle to pretend 
that the raising of mortgage rates, where that course is 
permissible, or the withdrawal of rebates, would be 
popular. Is it, in fact, necessary ? 

Let us put the theoretical problem which war has 
created. The position of the movement to-day is very 
similar, on the mortgage side, to that which might be 
expected after saturation point in house building had 
been reached. That is to say, new mortgage advances 
have been drastically reduced. Now, in normal years, 
new advances are largely financed by mortgage repay- 
ments. Thus, in 1938, new advances totalled £137 
million, and repayments (including interest) amounted 
to £118.5 million. This latter figure was well over one- 
sixth of the total figure of £686°8 millions for mortgages 
outstanding at the end of the year, but, as we have noted, 
it includes interest. To estimate the net rate of repay- 
ment, we can cite the calculations made in The Economust 
Building Societies Survey, published on July 1 last year. 
These suggested that the gross rate of repayment (i.e. 
including interest) of mortgage advances was 17°5 per 
cent. in 1938, but that, after allowance for interest, the 
net repayment of capital was 12°7 per cent. 

Normally, therefore, something like one-eighth of the 





BUILDING SOCIETIES 41 











outstanding balance of mortgages would be repaid in a 
year, apart from interest. Under current conditions, the 
rate would not be so high—the figures in Table II suggest 
that it might be put at about one-ninth. Applied to the 
mortgage balance outstanding at the end of 1938, this 
would suggest that the societies this year may receive 
over £75 millions from return of capital. Now, if the net 
movement of shares and deposits were no more substan- 
tial than it was last year, and advance business remained 
at the minimum, the societies might find themselves with 
substantial free funds fairly soon. In _ wartime, 
obviously, the assumptions we have made cannot be 
relied upon, but at least the deterioration of confidence 
on the part of lenders, or of ability to repay on the part 
of borrowers, would have to be marked if the societies 
were prevented from improving their liquid position. 
On a normal interpretation, the virtual closing of new 
advance business would mean that the liquidity problem 
of the societies should be only a short-period problem. 
This is an odd conclusion in wartime—partly because 
it is an odd war. A widening of hostilities would 
obviously qualify the premises on which it is based. But, 
supposing it were realized, what would follow? The 
building societies would have two alternatives. They 
could reduce the flow of unwanted money by lowering 
their rates to depositors and shareholders—bringing 
them more closely into line, incidentally, with the rates 
payable on other media for the small saver. As mort- 
gages were repaid, in other words, the societies would 
“unwind,” by reducing their liabilities accordingly. 
That is one alternative. But there would obviously be a 
number of institutional resistances to such a develop- 
ment. A movement does not attain the stature which the 
building society movement has attained to-day and 
willingly see it reduced. It would seek new outlets for 
its funds, and possibly reopen its mortgage departments. 
That is the other alternative. Let it be repeated that 
both depend on the assumption that extreme hostilities 
are avoided, and that a comparatively moderate check 
to mortgage repayments is experienced. But at least one 
point is clear. On these assumptions, the societies can 
solve their financial problem with little difficulty, pro- 
vided that they undertake only a limited volume of new 
mortgage business. In fact, there is likely to be little suit- 
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able business available in wartime, owing to the restric- 
tion of private house building. That fact should mean, 
however, that the societies will be the more ready to play 
their part in post-war reconstruction when victory is 


achieved. 


TABLE I.—THE MOVEMENT OF FUNDS 


(In {£000's) 
SHARES 
Sub- With- Balance, 
scribed drawn* end year 


Halifax 1939T 11,692 9,466 87,280 


1940f 8,401 10,055 88,458 
Abbey 1938 3,826 4,282 38,370 
Road | 1939 4,992 6,029 38,681 
+ an ‘ 
Woolwich.. 19354 3,032 a ae 
1939} 5,000 4,004 29,388 
Leeds 1938} 5,017 3,483 27,947 
Permanent | 1939f 5,136 4,547 29,489 
8 7 Ms 

Jurnley 193 671 794 10,282 
. 1939 723 940 10,420 

- 1938 2 258 2 
lemperance ¢ *93 3 5® 766 
1939 773 360 3,301 
Portman .. 1935 552 434 3,397 
1939 197 770 2,969 





Total, £1938 25,593 21,783 197,450 
7 Societies 11989 25,222 26,717 202.706 


* Including interest. + Years to January 31. 


DEPOSITS 

Sub- With- Balance, 
scribed drawn* end year 

9,309 10,092 35,004 
,629 9,282 34,323 
843 2,530 10,510 
,679 4,066 9,307 
,648 3,432 9,896 
573 4,447 8,262 
983 2,758 9,548 


He NNNHWNNHNSI 


588 995 9,400 
,138 963 4,000 
357 1,097 3,935 
449 355 2,424 
273 792 1,963 
340 350 988 
171 316 831 





20,716 20,486 72,430 
16.770 22995 68,081 


t Years to September 30. 


TABLE II.—MorTGAGE BUSINESS 


(In £000’s) 
1938 
New Repay- Balance, 
Advances ments* end year 


Halifaxt ei .. 20,341 18,224 105,178 
Abbey Road .. ~« Seen 7,584 46,067 
Woolwicht a — Ca 5,930 35,921 
Leeds Permanentt a 8,054 6,495 38,001 
Burnley ‘i os 2,300 2,335 14,155 
Temperance .. ‘a 946 942 6,024 
Portman a4 ‘i 1,033 949 4,043 
Total, 7 Societies .. 46,152 42,459 249,989 


1939 
New Repay- Balance, 
Advances ments* end year 
12,012 16,235 106,520 





6,281 6,860 47,870 
4,603 5,733 36,602 
5,298 5,916 39,229 
1,524 2,171 14,180 
665 809 6,198 
586 739 = 4,738 
31,569 38,454 255,337 


+ 


* Including interest. f To January 31 of following year.  { To September 30. 


TABLE III. 
(In {000's) 
1935 
Balance, 
Borrowed Repaid* end year 


Halifaxt sil a Nil Nil Nil 
Abbey Road .. a Nil Nil Nil 
Woolwicht re én 350 351 Nil 
Leeds Permanent{ .. Nil Nil Nil 
Burnley er = Nil Nil Nil 
Temperance .. oe 227 230 Nil 


Portman re wa Nil Nil Nil 


Total, 7 Societies = 77 581 Nil 


RESORT TO BANK LOANS 


1939 
Balance, 
Borrowed Repaid* end year 





Nil Nil Nil 
678 681 Nil 
950 752 200 
Nil Nil Nil 
Nil Nil Nil 
218 221 Nil 
1,256 625 641 
3,102 2,279 841 


+ 


* Including interest. f To January 31 of following year. { To September 30. 





——~ 
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The Free Sterling Kate 
By Paul Einzig 


HE unofficial market in sterling in New York 
experienced a sharp break in the free sterling 
rate during the past month. The immediate 
cause was the change in the exchange regulations as 
the result of which foreign importers of rubber, tin, jute, 
furs and whisky will henceforth have to buy their sterling 
from the British authorities instead of buying it at a 
cheaper rate in the unofficial market. Since the reduction 
of the demand was not accompanied by a corresponding 
contraction of the supply, it was inevitable that the rate 
should decline. The decline became accentuated as a 
result of the wave of pessimism brought about by the 
conclusion of peace between Finland and Russia. To- 
wards the end of March the free sterling rate in New 
York dipped at one point below 3°45 at which level it 
was at a discount of some 14 per cent. compared with 
the official rate. 

In so far as the depreciation was due to the new 
exchange measures, the authorities are in a position to 
argue that the necessity of securing the proceeds of at 
least part of British exports prevailed. Beyond doubt 
it is of the utmost importance that the Treasury should 
be in a position to replenish its foreign exchange re- 
sources out of the proceeds of exports. Indeed, if in 
this respect the Government is open to criticism, it is on 
the ground that the recent measures covered a mere 
fraction of British exports instead of covering all of them. 
On the other hand, at the same time as reducing the 
demand for sterling, the Government ought to have 
taken steps, as a matter of elementary common-sense, to 
reduce also the supply by stopping some of the innumer- 
able loopholes in the exchange restrictions. 

It would be idle to minimize the significance of the 
fall in the free rate. For a long time the financial Press 
loyally supported the official endeavours to talk the un- 
official market out of existence, and to underrate its 
importance by referring to the free rate as the “ black 
rate.” To tell foreign holders of sterling, at any rate, that 
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the unofficial market is of no significance is obviously 
futile, seeing that this is the only market where they can 
sell their sterling. It would be equally difficult to per- 
suade foreign importers, having to pay for goods in- 
voiced in sterling, that the unofficial market is of no 
consequence. So long as the free rate is at a discount 
they will continue to patronize that market for the simple 
reason that they can get their sterling cheaper than from 
the authorities. It is only for the British public that 
the movements in the free rate are of no significance. 
Had the British Press and the British public followed the 
tendencies of the free rate with adequate interest, the 
authorities might have been less ready to tighten the 
exchange restrictions in a way that was bound to pro- 
voke a slump in the New York rate. 

It is as well to face the fact that in foreign 
countries the free sterling rate is regarded, rightly 
or wrongly, as the sterling rate, while the official 
quotation is looked upon as being hardly more 
than something purely artificial and nominal. More 
important is the fact that in the London market 
itself the majority of foreign exchanges, including such 
important currencies as the lira and the yen, tend to 
fluctuate in sympathy with the free sterling rate. This 
being so, the fall in the free sterling rate means that as 
far as the majority of countries are concerned, sterling 
has undergone a second devaluation since the outbreak 
of war. Having been devalued to the extent of 14 per 
cent. in September, it has now been devalued by 
another 11 per cent. 

It will be recalled that the result of the first devalua- 
tion was asharp rise in the price level, with all its 
unsatisfactory consequences. One would have thought 
that this lesson would be sufficient to make the Govern- 
ment realize the grave disadvantages of a devaluation. 
Yet sterling has been allowed to fall for a second time, 
and there is every reason to fear that the difference 
between the effect of the first and second devaluation 
upon the price level will prove to be merely one of 
degree. The cost of imports from countries whose 
currencies appreciated against sterling will increase, and 
will tend to raise costs of production, the cost of living 
and wages. Though food subsidies may prevent further 
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demands for wage increases, there is at least a danger 
that the vicious spiral has been set in motion, as the 
result of an ill-advised foreign exchange policy, for the 
second time since the war began. 

The adverse consequences of the depreciation of the 
free rate are manifold. In addition to its repercussions 
upon the price level, it is also detrimental to the political 
and financial prestige of this country abroad. It increases 
the degree of uncertainty in foreign trade, especially as, 
in the case of most currencies, traders are not in a 
position to secure themselves against losses through 
exchange fluctuations. Last, but by no means least, 
the depreciation will tend to discourage the efforts to 
secure the proceeds of the exports. The arrangement 
concerning exports of rubber, tin, jute, whisky and furs, 
was undertaken experimentally, and it may be ques- 
tioned whether the authorities will be inclined to extend 
the list after the adverse effects produced even by the 
limited measure. Moreover, the extension of the list is 
now certain to meet with strong opposition on the part 
of exporters. When the original list was published, on 
March 8, the difference between the official rate and the 
free rate was only some 2 per cent. and exporters could 
not claim that by compelling foreign importers to cover 
their sterling requirements henceforth in the official 
market they were likely to lose foreign buyers. Since 
the difference between the official and unofficial rate 
is now as much as II per cent., many exporters may 
possibly object successfully to their own lines of trade 
being brought under the new measure. 

It is of the utmost importance to restore the un- 
official rate to within reasonable distance of the official 
rate. This can be achieved by means of stopping the 
loopholes through which the supply of sterling in the 
unofficial market is replenished. In the absence of timely 
steps to stop the loopholes, every extension of the scope 
of the Order of March 8 would mean an additional slump 
in the unofficial market which must be avoided at 
all costs. 
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Crown Life Insurance 


INCE the publication of our Insurance Survey last 
S month the figures have become available of the 

Crown Life Insurance Company. This is one of 
the very few British life offices which last year transacted 
an increased amount of business. Sums assured totalled 
£7,141,903, representing an advance over 1938 of 
£473,040, while total assurances in force at the end of 
the year showed an expansion of about 8 per cent. to 
£45,000,000. Founded in Toronto at the beginning of 
the present century, the company has made sound and 
steady progress, which was not interrupted last year. 
Indeed, the cash income was larger by £203,753 at 
£1,938,577; and total net payments to policyholders over 
£49,000 higher at £646,528. The surplus resulting from 
the year’s operations was £134,350, raising the undivided 
surplus to £354,740, which provides a substantial reserve 
for future bonuses. Under the company’s charter it is 
provided that at least 90 per cent. of all profits earned 
under with-profit policies are payable as bonuses 
to participating policyholders. 

The assets’ total of £7,929,061 consists mainly of 
investments in Government and municipal bonds and 
first mortgages on real estate, and represents an increase 
on the year of £853,782. The average gross rate of 
interest realized on the invested assets last year was 
£4 17s. 3d. per cent. Policyholders are protected by 
a specially earmarked reserve for all policy liabilities 
amounting to £7,027,195, to which an addition of 
£772,105 was made in 1939, equal to 12 per cent. Apart 
from its active connections elsewhere in the British 
Empire the Crown Life is steadily making headway in 
the United Kingdom, where it began to operate six years 
ago. One of the special facilities offered by the company 
is an optional settlement provision, enabling a bene- 
ficiary to take the proceeds of a policy in a series of 
annual instalments, payable either for life or for a 
specified term of years, while interest is allowed on 
amounts left on deposit. 
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Books 


Economics: A GENERAL TEXTBOOK FOR STUDENTS. 
By FREDERIC BENHAM. (Pitman. Price 7s. 6d.) 

On the principle that the proof of the pudding is 
in the eating, the publication within so short a period 
of a second edition of Dr. Benham’s textbook is the best 
possible testimony to its usefulness. The distinguishing 
characteristics which raise this particular work far above 
the general run of textbooks are the modernity of the 
theoretical approach (this is perhaps the only systematic 
exposition for the general reader of present-day 
equilibrium economics), and the realistic touch which 
Dr. Benham achieves by his frequent references to recent 
economic developments and by descriptions of the insti- 
tutional framework of markets. In the present edition a 
section has been added on “ Idle Resources,” and some 
facts and figures have been brought up to date, though 
the vicissitudes of our money and exchange system since 
the outbreak of war have already thrown up a wealth of 
new material which will need incorporating in the next 
edition. It is to be hoped that the exceptional merits 
of Dr. Benham’s book will become recognized by an 
ever-widening circle of students and examiners, so that, 
in due course, it will supersede completely the many so- 
called textbooks based on the outmoded economics of 
the last century which the general run of examiners con- 
tinue slavishly to recommend. 


A HUNDRED YEARS OF ECONOMIC DEVELOPMENT. By 
G. P. Jones and A. G. Poot. (London, 1940: 
Gerald Duckworth & Co. Price 18s. net.) 


Tus book is one of the series reviewing the last 
hundred years in various branches of human activity. The 
period chosen is rather arbitrary, for 1839 was in no sense 
a landmark between two eras in economic development. 
The authors, tied as they were by the arbitrary rule 
imposed upon them by the editor of the series, set out to 
perform their task with an initial handicap. Nevertheless, 
they have managed to produce a work of scientific, as 
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well as practical, merit. They practised praiseworthy 
economy in the allocation of their limited space, and the 
result is a very serviceable survey of the past hundred 
years. Those who are well acquainted with monetary 
and banking developments and are inclined to view 
economic history from that particular angle could do 
much worse than study this book, which would enable 
them to survey the monetary aspects of developments in 
relation to other equally important aspects. 


THE Book OF THE STOCK EXCHANGE. By F. E-. 
ARMSTRONG. (Pitman. Price Ios. 6d. net.) 

Mr. ARMSTRONG’S monumental work is too well estab- 
lished as the standard reference book on Stock Exchange 
theory and practice to need any further introduction at 
this late day. The appearance of the present third 
edition will be particularly welcome to students (the book 
has, for example, been chosen as a textbook by the 
Institute of Bankers in its examination for the Diploma 
in Executor and Trustee work). Among the recent 
developments incorporated in the latest edition are the 
striking growth of the Fixed Trust movement and the 
passage of the Prevention of Frauds Act, better known 
as the Sharepushing Act. 


A PROGRAMME FOR PROGRESS. By JOHN STRACHEY. 
(London, 1940: Victor Gollancz. Price 7s. 6d. 


net.) 
A VERY large part of this volume is devoted to the 
discussion of the economic system of Fascism. Mr. 


Strachey argues convincingly and with considerable force 
that the Fascist-Nazi system necessarily leads to war. 
Yet the experience of the last few months provides an 
arguable case for the opposite thesis that the Russian 
aggression against Finland equally had its origins in the 
Communist economic system. Perhaps in his next 
volume Mr. Strachey will explain why aggression is not 
aggression when committed by a Bolshevik Government. 
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Bank Meeting 


THE HONGKONG AND SHANGHAI BANKING 
CORPORATION 


(Incorporated in the Colony of Hongkong. 


The Liability of Members is limited to the 


extent and in manner prescribed by Ordinance No. 6 of 1929 of the Colony) 


STRONG BALANCE-SHEET 





FAR EASTERN CONDITIONS 


HE ordinary general meeting of the 
T Hongkong and Shanghai Banking Cor- 

poration was held on 28th February last 
in Hongkong. 


The Hon. Mr. A. L. Shields, who presided, 
said that the net profits for the year amounted 
to $13,353,965, and it was proposed to pay a 
final dividend of £2 Ios. per share, less tax. 
They regretted the reduction in the final 
dividend by 1os., but the heavy decline in 
the value of the Shanghai dollar meant a 
decline in the Hongkong dollar value of 
investments which such an institution as 
the bank must have in Shanghai. That loss 
had been met out of the year’s earnings, so 
that the resources of the bank had not been 
impaired. 


They found themselves in the third year 
of the Sino-Japanese conflict, had 
been taking place on their very doorsteps 
and the end of which was not yet in sight. 
On the top of that their own country was 
involved in a war which might prove to be 
the most serious in its long history. Con- 
sidering that state of affairs, as well as their 


which 


proposal to reduce the final dividend, share- 
holders would have justification for expecting 
a gloomy report from the directors, but, as a 
matter of fact, the strength of their balance- 


sheet was apparent. It was the political 


outlook that was depressing. 


They had weathered the Far Eastern war 


for two-and-a-half years without suffering 


any severe effects. In spite of dislocations 
and the 


new outlets had developed, and 


at some ports closure of certain 
channels 
the general rise in the prices of commodi- 
ties produced in the countries where they 
welcome 
months. Stock 
the important out East 
responded; that, had 


helpful, although they were anxious that 


operated had caused a 


ment in recent 


improve- 
markets in 

had 
been decidedly 


centres also 


too, 


such rises should not be overdone. 


In connection with the movement of trade, 
what stood out above everything else was 
the fact that in spite of transportation 
difficulties, military interference and other 
hindrances, goods continued to flow inwards 
and outwards in an astonishing volume con- 
sidering the circumstances. While there was 
a strong undercurrent of optimism in com- 
mercial and industrial circles in Shanghai, it 
must be emphasised that so long as the 
administrative problems of Greater Shanghai 
were unsettled, there would be reasons for 
A wel- 
come first step had recently been taken to 
tide over the present indeterminate period, 
but much remained to be done. 


dissatisfaction about the situation. 


As to Hongkong, the chairman had told 
them last year that the currency and finances 
of the Colony were sound and that they 
looked forward to the future with confidence. 
Taking all things into consideration, their 
confidence had been fully justified. There 
the financial 
situation which gave rise to uneasiness, and 


were, however, aspects of 
he believed that most of them concurred with 
the remarks of the War Revenue Committee 
about the the cost of 
Government and supported their recommen- 
dation that an official investigation should be 
held to 


not be effected. 


continuous rise in 


ascertain whether economies could 


They must not regard the coming year with 
complacency. They were recommending a 
conservative policy in the distribution of 
profits and were conserving their resources 
in order that they might face the uncertain 
future with a He 
trusted that all British firms would do like- 


wise, for there were few signs of any striking 


reserve of confidence. 


change for the better being likely to come 
over the political situation out in the East or 
in Europe in the near future. 


The report was adopted. 
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Bank Meeting 
HUNGARIAN GENERAL CREDITBANK 





SATISFACTORY RESULTS 





INCREASED PROFIT 


HE Board of Directors of the Hungarian 
General Creditbank at their meeting, held 
on March 8, 1940, approved the balance 
sheet for the business year 1939. The profit and 
loss account closed with a favourable balance 
of 6,417,179.26 pengés as against 5,498,300.15 
pengés in the previous year. After writing off 
943,830 pengds, net profit earned in 1939 
amounts to 4,160,879.11 pengds without the 
surplus of 2,256,300.15 pengés brought over from 
1930. In 1938 the amount written off was 
1,5760,051.72 pengos, and net profit, without the 
surplus of 3,233,062.15 pengés brought over 
from 1937, amounted to 2,264,638 pengos. 

rhe Board of Directors decided to propose to 
the general meeting of the shareholders convened 
for March 19 the distribution of a dividend of 
1.50 pengds per share. They further decided to 
move that out of the amount remaining after 
the payment of the dividend and directors’ fees 
the following appropriations be made: to the 
ordinary reserve fund 500,000 pengés, to the 
depreciation reserve fund 200,000 pengés, to the 
employees’ pension funds 1,800,000 pengés, the 
remaining 2,591,961.68 pengés to be carried for- 
ward to the profit and loss account of the 
year 1940 

Although last year’s earnings would allow 
the bank to declare a higher dividend than on 
the previous occasion, the Board resolved not 
to propose an increased dividend, as under the 
present exceptional conditions, which cal] for 
an increased measure of caution, a further 
strengthening of the bank’s internal reserves 
appeared to be the right course. 

[he turnover of current business continued 
to develop last year. The cash turnover rose 
from 4.4 milliard pengés in the previous year 
to 4.7 milliard pengés, and the turnover on 
current accounts from 12.8 milliard pengés to 
13.4 milliard pengés, there being also a con- 
siderable advance in the number of customers. 

After the reorganization of its network of 
branch offices, the number of which was greatly 
increased by the merger with the Hungarian 
General Savingsbank, the Creditbank has now 
15 branch offices in Budapest, 16 branch offices 
and one agency in provincial towns and 4 
branch offices abroad. 

The Creditbank has assumed an important 
part in the banking system of the re-annexed 
territories of Upper Hungary and Subcarpathia 
by acquiring the majority of the shares of the 
bank of Kassa. This bank was founded nearly 
a century ago and continued to this day as the 
leading financial institution of the Hungarian 
element; it has now extended its activities to 
the whole of the restored territory through 
establishing new branch offices in  Losonc, 
Munkacs and Ungvdr. The Creditbank has 
also opened a new branch office at Ersekujvar. 

The aggregate figure of deposits held by the 
Hungarian General Creditbank at the end of 
last year amounted to 316 million pengés as 
against 298.6 million pengés on December 31, 
1938. The increase of 17.4 million pengés 
represents the balance of a decline in savings 
deposits amounting to 7.9 million pengés, and 
a rise in deposits on current accounts amount- 
ing to 25.3 million pengés. This increase in the 
amount of deposits may be described as 


favourable considering that conditions prevail- 
ing during the past year could not fail to 


influence the trend of the accumulation of 
savings. 

The entire amount of 54.3 million pengés, 
shown as debts toward inland creditors under 
the heading of ‘‘ Sundry creditors,’”’ represents 
liabilities incurred in connection with credit 
transactions of the Treasury 

Cash in hand, clearing account deposits and 
accounts with banks and bankers show a 
moderate advance as compared with last year. 
A rise in the figures of bills discounted and 
debtors amounting to 17.3 million pengés and 
28.7 million pengés, respectively, and totalling 
40 million pengés, indicates that, as in pre- 
vious years, the bank has fully met the credit 
requirements of its customers. 

Securities and participations are shown in 
this year’s balance sheet at 93.6 million pengés. 
rhis amount includes bonds of the National 
Investment Loan to the nominal value of 16 
million pengds, subscribed by the bank. The 
valuation of securities in portfolio involves a 
substantial hidden reserve. 

Guarantees have increased by 18.8 million 
pengés in the course of last year, chiefly on 
account of new guarantees assumed in connec- 
tion with the carrying out of the Government's 
big investment programme. 

Results obtained by inland and foreign 
branches of the bank continued to be satis- 
factory. 

The goods departments also did satisfactory 
business in 1939. 

Among the various items of the profit and 
loss account, earnings from interest and com- 
missions advanced by 1,174,000 pengés and 
profits on transactions in stocks and foreign 
exchanges by 596,000 pengés as compared with 
1938. The rise in personal expenditure was due 
to an increase in the number of our staff and 
to paid overtime. 

Industrial undertakings belonging to our 
sphere of interest were on the whole better 
provided with orders than in the previous year 
and their turnover shows a substantial advance. 
his was mainly due to the carrying out of the 
Government’s investment programme and fur- 
ther to the increase of the country’s territory 
as well as to the improved buying capacity of 
the population, which in its turn was chiefly 
the result of the good harvest. The earning 
power of most undertakings, however, did not 
keep pace with the development of production 
and consumption. 

The Creditbank contributed with much 
success to the elimination of those difficulties 
which, owing to the war, arose in the field of 
raw material supply. 

The Creditbank, undertakings belonging to its 
sphere of interest, and client companies sub- 
scribed about 89 million pengés of the National 
Investment Loan of 400 million pengés issued 
in the course of the Government Investment 
Programme, i.e., about 22 per cent. of the 
whole issue. Out of the capital levy, which is 
expected to yield 600 million pengés, about 80 
million pengés have been assessed to the 
Creditbank and undertakings belonging to its 
sphere of interest, so that nearly 13 per cent. 
of this tax will be borne by the bank and its 
group. Thus about 17 per cent. of the whole 
Government programme will be _ financed 
through the Hungarian General Creditbank. 
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NATIONAL BANK OF EGYPT 
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EGYPT AND THE WAR: COUNTRY’S NATURAL ADVANTAGES 


DISLOCATION 


FROM 


SHARP RECOVERY EARLY OF BUSINESS 


COTTON 


LARGE INCREASE IN EXPORTS 


WORKING OF THE SYSTEM OF EXCHANGE 


CONTROL 


AND EFFICIENT 


SMOOTH 


REDIT 


PROBLEM OF (¢ FOR AGRICULTU 
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SIR EDWARD COOK ON POSITION 


























HE fortieth ordinary general meeting BALANCE SHEET 31st DecrMBER, 1939. 
of the shareholders of The National LIABILITIES. 4 MM mr. « 4 
e 7 1 S 7 D l 
Bank of Egypt was held at the Head Share Ca - , ; 
> t . . 300,006 y paid 
Office of the Bank in Cairo on March 20. +: seated A, esa a an ee ae 
Sir Edward Cook, C.S.1L., C.1E the atutor Reserv 
Governor). presided 1,462,500 oc 1,500,000 oO 
»V 10T), esid . : 
; r ST Reserve 1,462,500 000] 1,500,000 o <¢ 
( Deposit and 
> T RC’ REP > ND . UNI Accounts . 16,961,768 324/17,396,685 9 3 
DIRECTORS’ REPORT AND ACCOUNTS Egyptian Government 860,596 283| 882,662 17 1 
Sudan Government 399,295 345 400,534 4 0 
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REPORT OF THE AUDITORS 

We have examined the Books of the 
National Bank of Egypt and in our opinion 
the above Balance Sheet is properly drawn up 
o as to exhibit a true and correct view of 
the state of the Bank’s affairs as shown by 
the Books. We have also verified the Cash, 
Notes and Securities at the Head Office and 
at the Cairo and Alexandria Branches and 
have found the same correct. The London 
lteturns have been audited and certified by 
Messrs. Deloitte, Plender, Griffiths and Co., 
Chartered Accountants. 


Cairo, 10th February, 1940. 


J. C. SIDLEY, 
W. G. CARMICHAEL, 
Chartered Accountants. 
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GOVERNOR’S SPEECH 


You have not come here this afternoon 
n order to listen to views on the causes and 


merits of the storm which, after years of 


ithering cloud, is now raging in Europe. 
You already hear and read enough of moral 
reflection how that the world has reached 
tl end of an epoch, that civilization can 


urvive two world wars in a generation, 


iardly 





that the nations of Europe are about to enter 
a cycle of darkness like to that which befel] 
them after the break-up of the Roman Empire 
of the West. All these are best left to 
historians who, looking back when the dust 
of controversy and of battle has cleared 
away and present passions are extinct, will 
qualified to make an objective 
survey. Equally out of place to-day would 
be all speculation on the precise changes 
which such a war, possibly long and exhaust- 
ing, must produce on all human values 
moral, social, and political, as well as 
financial and economic. Let us confine 
ourselves to the practical problem 
immediately before us. 


alone be 


EFFECT OF THE WAR 

[here is no country, however remote from 
the present scene of conflict, which has not 
in some degree been affected—if only in its 
commerce. which are nearer have 
more to fear; they have reason to feel con- 
cerned for their territorial integrity, if not 
for their independence; though anxious to 
remain outside the war, they have been 
obliged to adopt expensive measures of 
defence at a time when their external trade, 
the mainspring of their economic life, has 


Those 


been severely restricted. 
Egypt however is in happier case. We 
have often spoken here of her natural 


advantages. Violation of her territory would 
be difficult, even in these days of mechanized 
armies, for on three sides she is surrounded 
by deserts and on the fourth by the sea; 
moreover, she has friends whose obligation 
towards her she knows will be fulfilled. Her 
fertile soil is annually enriched by the Nile 
flood and is tilled by a frugal and hard- 
working peasantry. Her chief product is an 
article of fine quality much in demand in 
manufacturing countries. To these assets 
he has added a tradition for prudence in the 
management of her finances, so much so that 
the great irri works which one sees 
along the Nil tly been constructed 
out of revenue surpluses, with the conse quence 
that her public debt is small, actually les 


than a generation ago. 


vation 


have mo 





SHORT-LIVED DISLOCATION Ol 
BUSINESS 


Never have these advantages been more 
manifest than in these six months of the wai 
Ihe fear of invasion has gradually receded 

d, we hope, has now disappeared. There 


was at first some dislocation of business, but 
it was much less than elsewhere and it was 
short-lived. When one considers the situa- 
tion existing in so many countries, whether 
belligerent or neutral, one may well feel 
astounded at the rapidity with which condi- 
tions in } gypt have returned to something 
not far removed from normal. Let me give 
you a few facts. 

Consider first the circumstances existing at 
the outbreak of war, which coincided with 
the beginning of the cotton season. The crop 
was ready for picking, to be then moved down 
to the exporting market at Alexandria. But 
it was uncertain whether the Mediterranean 
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would remain open; with the prospect of 
export difficult or impossible, merchants were 
reluctant to buy and there was some fear 
that the bulk of the crop might be left with 
the cultivators unsold. You do not need to 
be told that such a result would have been a 
catastrophe. 

CENTRAL EUROPEAN MARKETS 

There were other reasons for anxiety, less 
grave only indegree. Thecountries of Central 
Europe are normally important customers; 
even with the Mediterranean open it was cer- 
tain that those markets would be shut. Diffi- 
culties of finance were also apprehended. In 
normal seasons a substantial part of the move- 
ment of the crop is financed by banks which 
are either subsidiaries or branches of banks 
in Europe; they import funds into Egypt 
early in the autumn through the Issue 
Department of the National Bank, re-export- 
ing them at the end of the busy season, their 
ability to move funds to and fro without fear 
of loss by exchange being dependent on the 
power of the National Bank to maintain the 
stability of the Egyptian currency in terms of 
sterling. 

This annual inflow of funds has in the past 
been of enormous assistance to Egypt and 
still constitutes a valuable addition to local 
resources. At the outbreak of war, faced 
with the uncertainties which existed in 
European financial centres, these banks 
were naturally reluctant to enter into their 
usual commitments. 


THE EXCHANGE RESTRICTIONS 

Moreover, the exchange restrictions which 
were immediately imposed in London made 
it by no means certain that the unfettered 
conversion of sterling into Egyptian currency 
and vice versa would be possible. Even, 
therefore, if export were physically possible, 
the merchant felt hampered in two directions : 
on the one hand, he feared he might not be 
able to rely on his usual banking facilities 
locally and, on the other, that it would be 
risky to enter into engagements with his 
customers abroad, for he could not be sure of 
the equivalent in Egyptian currency of the 
prices he might quote. 

As for trade in general, there was a restric- 
tion of credit, wholesale dealers refusing to 
supply shopkeepers except for payment in 
cash. Among the population at large there 
was some evidence of uneasiness, especially 
in the towns; many smaller depositors with- 
drew their money, especially from the savings 
banks, which in the first month of the war lost 
nearly a fifth of their deposits. 


LARGER REVENUE FROM COTTON 

In the event what has happened? Exports 
of cotton from Egypt this season up to the end 
of February exceed by 420,000 cantars those 
of the previous year. The price realised has 
been substantially higher; it is probable that 
by the end of the season Egypt will have 
received from her customers abroad for her 
cotton crop some L.E.6 million more than 
last year. The gap created by the dis- 
appearance of the Central European markets 


has been more than filled by exports to other 
countries, notably to Great Britain, France, 
and India. In 1938 there had been a sub- 
stantial adverse balance of trade—an unusual 
circumstance for Egypt. In 1939 the balance 
was again favourable. Inside the country 
the initial symptoms of malaise soon dis- 
appeared. 

Several causes have led to this result. The 
prompt institution by the Egyptian Govern- 
ment of a system of exchange control enabled 
the country to remain within the sterling area ; 
transfers of currency from sterling into piastres 
thus remained free from all restriction, and 
the exchange with London was maintained 
stable—a blessing which all those who do 
business in or with Egypt know that it is 
difficult to overestimate. 


BANKING FACILITIES 

Secondly, as has happened before in critical 
times, the existence of a strong banking insti- 
tution, domiciled in Egypt and with no re- 
sponsibilities other than to Egypt and the 
Sudan, soon made it clear that the movement 
of the cotton crop would not be handicapped 
by any lack of banking facilities, and, further, 
that the banking system as a whole would 
receive the support it needed. Confidence 
gradually returned to the small depositor 
when he saw that there was no question of a 
banking moratorium. As regards internal 
trade, the wise refusal of the Government to 
apply a moratorium to commercial bills 
likewise facilitated the early resumption by 
dealers of their normal methods. 

There are other respects in which Egypt 
may regard herself as fortunate. There is 
none of the rationing found necessary in so 
many countries in Europe, both neutral and 
belligerent. Supplies of foodstuffs are ample, 
thanks mainly to the policy, initiated nine 
years ago and followed by successive Govern- 
ments, of making Egypt independent in this 
important respect. 


MEASURES TO PREVENT 
PROFITEERING 

As regards prices, energetic measures were 
taken by the Government at the outbreak of 
war to prevent profiteering by stockholders. 
The upper and middle classes, whose stand- 
ards of living involve the use of imported 
articles, have naturally felt the effect of the 
rise in prices caused by increased shipping 
and other charges. But for the great mass 
of the population the rise in the cost of food 
cannot be described as serious. 

It is our earnest hope that Egypt’s luck 
may hold throughout the war. Her peace- 
time problems are already sufficient to occupy 
the full energies of those responsible for the 
administration. Of these I will mention two, 
which to an observer appear to have an im- 
portant bearing on her economic welfare. 


AGRICULTURAL CREDIT 
The first is the problem of agricultural 
credit. The great majority of Egyptian 
farmers do not possess sufficient working 
capital to provide for their cultivation 
expenses and therefore require short-term 
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loans, repayable when the crop is harvested 
and sold. Others, for one reason or another, 
need loans of longer term; for example, in 
order that land newly bought under irrigation 
may be properly exploited. 

The credit facilities required come from 
various sources. Thus, there are the large 
mortgage institutions; there are the ordinary 
banks; there are the cotton merchants, many 
of whom have been in the habit of making 

asonal advances to cultivators which they 
recover when they buy the crop; there are 
the individual capitalists; finally, but not 
least in importance, there is the Crédit 
\gricole which, created in 1931, widely 
extended its activities and has done much 
to liberate the cultivator from dependence 
on the village money-lender. The total 
volume of all these facilities has greatly 
increased during the past generation, so 
much so that at times credit has been almost 
too easy and farmers have been encouraged 
to borrow in excess of their real requirements 
for cultivation. 

POSITION OF CULTIVATORS 

Of late however some contraction of credit 
has been noticeable, and it has had at least 
one unfortunate effect. I have spoken of the 
increased value of Egypt’s cotton crop as 
compared with that of the previous year. 
But the benefits have been unevenly dis- 
tributed. At the beginning of the recent 
season many cultivators were particularly 
short of cash as the previous crop had been 
of very moderate yield and also had fetched 
abnormally low prices. The time when the 
crop is ready for sale is the time both when 
the Government collects its taxes and when 
advances made by the Crédit Agricole are 
recovered under penalty of seizure of the 
crop. Pressed for cash to meet such obliga- 
tions, many cultivators were forced to sell 
at a time when, as it happened, prices were 
at their lowest. Those who were better off, 
or whose status was sufficient to enable them 
to obtain all the credit they needed, were 
able to take advantage of the better prices 
prevailing later in the season, and benefited 
considerably. 

I have already referred to one cause of this 
diminution in the volume of credit—namely, 
the impact of the war, which obliged certain 
credit institutions to adopt a more cautious 
policy. But I suspect that there is another 
cause which lies deeper and that to find it we 
must go back to certain events of the past 
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cle cade. 


EFFECTS OF 1914-18 WAR 
The war of 1914-18 had everywhere left 
behind it a great inflation of prices, which 
continued for more than ten years. The 
bubble then burst and in 1930 there occurred 
the great world slump, producing a wide- 


spread economic crisis. This was especially 


severe in countries mainly dependent on 
agriculture where debts had been incurred, 
either for the purchase of land or for the 
expenses of exploitation or of cultivation, at a 
time when the money value of agricultural 
produce was much higher. 


At the new level 


of prices which became established all over 
the world in 1931 it would have been im- 
possible for a large number of debtors, 
however conscientious, completely to dis- 
charge their liabilities. 

The enforcement by creditors of their full 
rights would have involved wholesale expro- 
priations which might have produced a social 
upheaval. In most agricultural countries, 
therefore, including Egypt, Governments 
found it necessary to intervene and to enforce 
some sort of composition between creditor 


and debtor. 
QUESTION OF STATE INTERVENTION 

State intervention on behalf of debtors is 
a dangerous medicine to use; the relief to 
debtors is obvious; the dangers are less 
apparent but none the less real. In such a 
crisis aS arose nine years ago intervention was 
justifiable on a choice of evils. To avoid the 
dangers intervention should be applied 
rapidly but should then cease; if the dose is 
repeated or the proceedings are allowed to 
drag on, certain mental habits are induced 
which are inimical to the country’s economic 
health. Once the composition has_ been 
made, the State should immediately with- 
draw, and there should be no further inter- 
ference with the normal relations between 
creditor and debtor. No one has any 
sympathy with Shylock. But it is to invite 
trouble if the good lender is discouraged and 
in self-protection prefers in future to put his 
money to other uses; in the long run it is 
the borrowing class which suffers. 

In the case of Egypt it cannot be said that 
the pitfalls have been altogether avoided. 
The case of the larger landowners was fairly 
easy to deal with. Such persons have been 
accustomed to borrow the capital needed for 
the purchase or exploitation of their land by 
obtaining loans from one or other of the 
mortgage institutions which specialize in this 
important business, making repayment by 
annuities spread over a long period. 


CREDITORS AND DEBTORS 

Negotiations for the relief of such debtors 
were opened by the Government in 1932 and 
ended in an agreement which adequately 
recognized the fact that there are two parties 
concerned, both of importance to the State, 
and that usually creditors themselves have 
financial liabilities, for the discharge of which 
they are dependent on the collection of their 
debts. The case of the smaller debtors and 
also all agricultural debts secured by mort- 
gage of second or subsequent rank, or by 
attachment, made before the end of 1932, was 
dealt with much more slowly. Meanwhile, 
the creditors were prevented by legislation 
from carrying out expropriation proceedings 
and the period for which such moratorium 
would operate has been extended from time 
to time. 

The result of this delay has been unfortu- 
nate. Egypt is one of those countries in 
which public opinion has not fully learnt by 
experience, that the credit system cannot 
function satisfactorily when the penalty 
attaching to the non-payment of a debt on 
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due date is uncertain or remote. The events 
of the past few years have accentuated this 
handicap. Each successive extension of the 
moratorium has whetted the appetite for 
more. The original justification, now 10 
years old, for State intervention has been lost 
sight of. Action which is intended to be 
exceptional, but is in fact prolonged, tends 
by mere lapse of time to be regarded as 
normal. 

All this has had its effect upon the men- 
tality not only of debtors but also of creditors, 
many of whom moreover have had some 
portion of their capital frozen in advances 
which they have not been allowed to recover, 
although in the past decade there have been 
good years in which substantial recoveries 
might have been made without hardship to 
the debtors. In consequence, credit institu- 
tions as well as other lenders have recently 
been somewhat less free with their advances 
than would otherwise have been the case, 
and Egypt affords another example of the 
ease with which a moratorium for agricultural 
debts can work harm to agricultural credit. 


GROWING PRESSURE ON THE SOIL 

Another problem which exercises the best 
minds in Egypt is the growing pressure on 
the soil. For many years the population {has 
been increasing much more rapidly than the 
cultivable area; the number of landless 
men is thus increasing, and it is imperative 
to find some means of absorbing the surplus 
if the standard of living, already unduly low 
among the mass of the population, is not to 
be further depressed. The extension of 
education annually increases the number of 
young men seeking employment. 

One obvious remedy is the creation of a 
network of industries, preferably those which 
can find their raw material on the spot. To 
the furtherance of this object a pioneer, 
possessing the gift of inspiring others with 
his enthusiasm, bent all his energies, with the 
result that during the past 20 years a steadily 
increasing number of artisans have been 
employed and mechanics and managers 
trained. It is the first step that counts, and 
future generations of Egyptians will remem- 
ber with gratitude the name of Talaat Pasha 
Harb, whom increasing age has but recently 
obliged to retire from active work. But 
much remains to be done if the ground 
already won is to be soundly consolidated 
and further progress made. é 


LIMITED CAPITAL AVAILABLE FOR 
INDUSTRIAL PURPOSES 


_ The most important difficulty is finance 
The amount of domestic capital available for 
industrial purposes in Egypt is very limited, 
as those who have saved mostly prefer an 
investment in land or else leave their money 
on deposit at their banks. For the deposit 
banks to assist in the creation of industries 
or in the development of existing ones would, 
I need hardly say, lay the seeds of trouble; 
their liabilities are short-term and their assets 
must therefore be kept liquid, whereas indus- 
trial finance is essentially long-term and 
must be supplied by share or debenture 


capital; ordinary banking facilities must 
therefore be temporary and confined to 
meeting purely seasonal requirements. 

The provision of capital by the State is 
theoretically possible but is open to the ob- 
jection that sooner or later it involves State 
intervention or control. If, therefore, the 
creation of a sound industrial system is to be 
expedited, there is no alternative to inviting 
the cooperation of more capital from outside. 
In this direction a promising beginning has 
already been made and more will no doubt be 
done when normal conditions return. 

There may be auxiliary methods of safe- 
guarding the livelihood of a fast-growing 
population. Whatever be the solution 
applied, there is one consideration which I 
hope will be borne in mind. It is one thing 
to aim at a more balanced economy. It isa 
very different thing to adopt as one’s slogan 
complete self-sufficiency. The economic laws 
which most of us learnt as our creed have 
nowadays lost much of their sanctity. But 
modern experience has done nothing to shake 
the truth that a country which refuses to buy 
will inevitably discontinue to sell. Egypt is 
the last country that can afford to run that 
risk. 


THE SUDAN 


The Sudan’s problems are in their nature 
more simple. The pace at which social and 
economic development can proceed is limited 
by the Government’s financial resources, and 
these cannot easily be increased in a country 
whose taxable capacity 1s low. The annual 
subvention of L.E.750,000 formerly received 
from Egypt is being gradually reduced and 
will disappear entirely next year—a serious 
matter to a country whose annual revenue is 
under L.E.5 million. But the Sudan possesses 
one great asset. Her finances have been 
carefully nursed and for the past seven years 
in succession budget surpluses have been 
realized, with the consequence that there is 
a substantial Treasury reserve. 

One reward of this financial prudence was 
the repayment last year of the 54 per cent. 
loan of over £5 million; of this amount /2 
million was found by a new loan, which the 
excellent financial record of the Sudan 
enabled her to raise on very easy terms, the 
remainder being met from the reserve; the 
operation has resulted in an annual saving 
of £200,000. 

The effect of the war upon the Sudan’s 
economy cannot be predicted. There should 
be a good demand for her cotton and gum, 
though much will depend on the shipping 
facilities available at Port Sudan. On the 
whole, the country is well prepared. Supplies 
of foodstuffs are adequate, and behind the 
budget there is still a Treasury reserve of 
L.E.54 million, equal to more than a year’s 
annual revenue. 

EXCHANGE CONTROL 

Before I turn to the bank’s own affairs I 
should like to say a few words about the 
system of exchange control to which I made a 
passing reference. You will be glad to hear 
that it is functioning with smoothness and 
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efficiency. I think I can speak for all the 
banks operating in Egypt when I say that we 
appreciate the spirit of cooperation with 
which the business world as a whole, recog- 
nizing the necessity for control, has accepted 
the restrictions inherent in such a scheme. 
Those responsible for its working have in 
their turn gone as far as possible to reduce 
any inconvenience to a minimum. 

It is understood, I hope, that the exchange 
control in force here is far less rigorous and 
comprehensive in character than that which 
for some years has been applied in certain 
other countries. Thus, there is no attempt 
to prevent the departure from this country of 
piastre assets held here for the account of non- 
residents other than those of enemy nation- 
ality. As for transfers of funds abroad by 
residents, the requirements of Egypt‘s ex- 
ternal trade, genuine personal needs, and the 
fulfilment of pre-war contractual obligations 
are all provided for. A similar system of 
control is in force in the Sudan. 


DEPOSITS AND ADVANCES 

Until 1938 the figures under the more im- 
portant heads of our balance-sheet had for 
some years remained fairly constant, but 
during the past two years there have been 
some substantial changes. At the end of 
1937 the total deposits, official and private, 
amounted to {28.1 million; in the succeeding 
year they fell by £5.5 million, and again last 
year by £2.5 million, the reductions being 
mainly due to drawings by the Egyptian and 
Sudan Governments. At the end of 1937 our 
advances of all kinds amounted to /6.6 
million; during 1938 they increased by one- 
third; at the end of 1939 they amounted to 
over {12 million, being an increase of 50 per 
cent. over the total at the end of 1938. The 
chief source from which these reductions in 
deposits and increases in advances were met 
was our portfolio of investments, which de- 
creased from £23 million at the end of 1937 
to £14.8 million in 1938 and to £10.3 million 
on December 31 last. 

The large increase in advances in 1939 
occurred in the last four months of the year; 
the Government’s revenue was then at its 
lowest and the Treasury was therefore in need 
of ways and means advances; as regards com- 
merce, and in particular the movement of the 
cotton crop, the contraction of the banking 
facilities usually available required us to do 
all in our power to fill the gap. Our liquid 
resources were thus very fully employed in 
order to provide cash, both for the adminis- 
tration to be carried on and for the cotton 
crop to be purchased. 


DIVIDEND OF 14 PER CENT. 

The profit and loss account shows a decrease 
of £53,144 in the gross profits. The increase 
of £41,844 in expenses is entirely due to the 
new Egyptian taxation. The net profits were 
£379,651, as against £474,640 in the previous 
year. We propose, with your approval, to 


take £40,348 from the carry forward and to 
pay a dividend of 14 per cent. 

I will explain to you the reason why the 
distributable profits have fallen in spite of the 


substantial increase in our advances. You 
do not need to be told that the strength of 
this bank lies in its possession of substantial 
reserves, published and unpublished, built up 
gradually over many years. These reserves, 
mostly invested in gilt-edged securities, have 
served a double purpose. The annual income 
from them has been of great assistance in 
enabling us to pay the dividends you have 
received. Secondly, it is their existence 
which has enabled the bank to play an in- 
creasingly large part in the country’s financial 
life and notably, as last autumn, in times of 
crisis. 


NEED FOR STRENGTHENING THE 
RESERVES 

The depreciation which investments have 
suffered, particularly in the past two years has 
been met without a direct charge on the profit 
and loss account. But you will understand 
that it has resulted in a draft upon the 
reserves. We do not know what lies before 
us or what changes in financial values may 
occur before the present war has been fought 
out to a conclusion. We have felt therefore 
that, whatever happens, it is in your interests 
for us to strengthen our reserves, even to the 
extent of slightly reducing the dividend, a 
policy of prudence which we have no hesita- 
tion in recommending to you at the present 
time. 


THE DIRECTORATE 


Since our last meeting the board has lost 
by resignation three of the most valued of its 
members. Of Sir Bertram Hornsby I need 
say little, for the services he rendered to the 
bank for 34 years are well known to you. 
He will long be remembered in Egypt as the 
governor who for 10 years guided the bank 
with great skill and wisdom during the 
difficult post-war period. On his retirement 
in 193t he remained on the board and 
became a member of our London committee, 
in which capacity his expert knowledge and 
banking experience were of the utmost 
value to the board and particularly to his 
successor. 

Sir Henry Barker rendered devoted service 
to the bank as a member of the board for 
21 years, where his knowledge of business 
affairs in Egypt was of great assistance. 

Many of you must have learned with great 
regret of the resignation of Dr. Hafez Afifi 
Pasha, whose wise counsel always carried 
great weight with his colleagues; in his 
case, however, we have found some con- 
solation in the fact that he left us to take 
up work of national importance, in which 
we wish him all success. 

During the course of the year we have 
nominated four new directors, whose election 
we invite you to ratify. Mr. G. M. Allemann 
and Mohamed Ahmed Farghaly Bey are 
well-known members of the business com- 
munity at Alexandria; Taher El Lozy Bey 
is well known and much respected in Cairo; 
and, finally, Amin Pasha Osman, during his 
official career, rendered great services to 
his country and acquired much experience 
of Egypt’s financial and economic problems. 
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International Banking Keview 


FRANCE 


HE terms of a new agreement between the Govern- 
ment and the Bank of France were published on 
March 1. This agreement provided for a new 
revaluation of the gold reserve; the transfer of part of 
it to the Exchange Stabilization Fund; and the granting 
of a new advance to the State. The bookkeeping value 
of the gold stock has been written up from 27°5 grammes 
of gold ‘goo fine to 23:34 grammes. The new parity 
corresponds to the price which the public has been 
receiving for the gold it has surrendered since the war. 
As a result of the operation the reserve increased by 
17,314 million francs, from 97,273 million to 114,587 
million francs. The profit is used for the repayment of 
pre-war interest-bearing temporary advances to the 
State, granted on the occasion of the last revaluation of 
the franc in November 1938. The total advances 
amounted to Frs. 20,473 million, and the difference be- 
tween this amount and the profit is covered by a transfer 
from the Exchange Stabilization Fund. 

On the other hand, the Bank of France transferred 
to the Exchange Stabilization Fund Frs. 30 milliard of 
its revalued gold reserve, in return for interest-bearing 
negotiable Treasury bills. The war purchases abroad 
will be financed out of the 30 milliards and of the gold 
owned by the Fund prior to the revaluation. It is 
understood that the Fund’s gold and foreign exchange 
resources are very considerable indeed. 

The Government will be entitled to borrow from the 
Bank of France up to Frs. 20 milliard, against non- 
interest-bearing Treasury bills. The available margin 
for borrowing will thereby increase to Frs. 26,200 
million. 

The balance sheets of the four leading French com- 
mercial banks—Crédit Lyonnais, Société Générale, 
Comptoir d’Escompte and Crédit Industriel—show an 
increase of deposits by nearly 27 per cent. for 19309. 
Although there were heavy withdrawals in August, when 
the combined deposits of the four banks declined from 
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Frs. 33,042 million at the end of 1938 to 32,667 million 
on August 31, by the end of December the figure was up 
at Frs. 41,872 million. The Crédit Lyonnais leads with 
Frs. 16,101 million; the Société Générale’s figure is Frs. 
13,188 million; the Comptoir National d’Escompte is 
third with Frs. 9,981 million and the Crédit Industriel 
last with Frs. 2,601 million. 

The influx of deposits enabled the banks to acquire 
more National Defence bonds, Armament bonds, 
Treasury bills and commercial bills. Their total dis- 
counts increased from Frs. 21,291 million to Frs. 29,276 
million. Cash and bank balances increased from Frs. 
7,074 to Frs. 7,839 million. The deposits reached a new 
high record for all times, the previous high record being 
Frs. 37 milliard at the end of 1931. 


SPAIN 

After prolonged negotiations a new trade and pay- 
ment agreement was concluded with Spain. Under the 
agreement the British Government agrees to advance 
£2,000,000 to the Spanish Government for the purchase 
of British and Empire goods, and the sterling balance 
in the Anglo-Spanish Clearing will be completed to an 
amount required for the payment of an immediate divi- 
dend of 50 per cent. to British creditors. The Spanish 
Government will pay interest on these advances, but will 
not begin to repay the capital until 1942. Repayment 
will be made in 10 equal annual instalments, out of the 
current sterling receipts of the clearing. 

The clearing, which was suspended at the end of 1936, 
is re-established on a new basis. Out of the proceeds of 
Spanish exports to this country, payable in sterling into 
the clearing account, provision will be made for the 
service of the newly-granted loans. The balance would 
be allocated to the extent of 45 per cent. to exporters 
of British goods to Spain and freights on such goods, 45 
per cent. for Empire goods bought through the inter- 
mediary of British firms and freights on such goods, and 
ten per cent. for payment of insurance premiums, royal- 
ties, interest and other financial payments, up to a 
maximum of £400,000 per annum. 

Old creditors will receive an immediate payment of 
50 per cent., and from January 1942 they will receive 
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£50,000 per month. It is expected that by 1946 the old 
debts will thus be entirely liquidated. The debts covered 
by the agreement include claims against the Anglo- 
Spanish clearing, all other claims arising from exports 
and re-exports to Spain, sums due to London acceptance 
houses outside the clearing, &c. The total debts involved 
are estimated at some £7,000,000, of which £4,500,000 
was represented by the frozen clearing balance. 


CZECHOSLOVAKIA 


An office providing the machinery for settling 
British claims against Czechoslovakia has been set up 
under the Czechoslovakia (Financial Claims and 
Refugees) Act of 1940. It will deal with claims incurred 
before March 15, other than those in respect of the long- 
term loans which will be dealt with by their respective 
paying agents. 

HOLLAND 


Simultaneously with the revaluation of the French 
gold reserve, Holland took similar measures. Hence- 
forth the value of the goid stock of the Netherlands Bank 
for bookkeeping purposes will be fixed at Fls. 2,009 per 
kilo, against Fls. 1,647°50 per kilo. The Bank’s share 
in the profit arising from the revaluation has been 
reduced by Fs. 10,100,000 to FIs. 19,800,000. 


Correspondence 


Exchange Compensation 
Technical Advantages of New System 


To the Editor of THE BANKER. 


Sir, 

In the February, 1938, number of THE BANKER a 
writer pointed out the probable advantages of a 
centralized compensation office for maturing deals in 
the London Foreign Exchange Market. Your readers 
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may like to remind themselves of the particular process 
suggested, which was, in brief, as follows: Deals would 
be recorded on slips. The dealers would agree to pass 
these slips through a “clearing house” receiving or 
paying only the balance due on each value date. The 
scheme needed a specially authorized clearing account 
holder, and a special clearing account in each of the 
foreign centres concerned. It was initially, at any rate, 
to be confined to only one or two of the more important 
currencies. There is little doubt that the idea was worthy 
of serious attention from all sides of the market; a few 
operators discussed the proposals in a general way and 
admitted that they were practical and would economize 
both time and money. Yet nothing was done. 

It has taken a war to put nine currencies on a com- 
pensation basis. The plan was designed originally to 
save thousands of pounds each week, for the overhead 
expenses of both home and foreign banks are inflated by 
individual settlements. In the special conditions of the 
market to-day authorized dealers are forced to com- 
pensate daily totals through the Exchange Control of the 
Bank of England, receiving or paying the balance due 
on each day’s settlement. The peculiar feature of the 
present method employed is that exact differences are not 
transferred, but in effect the same aims are achieved, 
viz., set-off of the bulk of the work in London so as to 
curtail unnecessary movements of funds abroad. Now 
that the objectives publicized by THE BANKER have, by 
implification, been favourably acknowledged, it is to be 
hoped that when peace-time conditions return we may 
look for an examination into the methods suggested 
nearly two years ago. The transition from the existing 
principles of compensation and set-off to a compre- 
hensive clearing system is but a short step forward, and 
it would be utterly foolish to return to any basis involv- 
ing individual settlements for all market deliveries. 
Though, perhaps, it is not so patent, such a retrogression 
would be analogous to scrapping the cheque clearings. 


H. C. F. HOoicGaAte. 
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Appointments & Ketirements 


Barclays Bank (D.C. & O.) 

Mr. Harry R. Bradfield has joined the board on his 
retirement from the general management of the bank, 
a post which he has held since July 1935. Mr. Bradfield 
began his banking career with the London and Pro- 
vincial Bank and had several years’ experience at the 
Head Office. He was on the Inspection Staff for some 
years, and later carried out a great deal of important 
work in connection with the amalgamation with the 
London and South Western Bank, as well as between 
the combined institution and Barclays. Shortly after the 
latter event, he became joint registrar of Barclays Bank. 
He continued to serve in that capacity for some time, 
during which his experience was of great value in the 
work arising from the acquisition of controlling interests 
in the British Linen Bank and the Union Bank of Man- 
chester. In 1921 he was appointed a general manager's 
assistant of Barclays Bank, and in 1925 rose to the 
position of assistant general manager. He was closely 
associated with the formation of Barclays Bank 
(D.C. & O.), and in 1926 he resigned his appointment with 
the parent bank in order to take up a similar position in 
the new affiliation. Mr. Bradfield is a member of the 
committee of the British Bankers’ Association, and of the 
committee of the British Overseas Bankers’ Association. 
He is succeeded as general manager by Mr. Everard O. 
Holden, who now retires from his position as general 
manager in South Africa. 

Mr. Ernest L. Jackson has retired from the general 
management in South Africa and has become a vice- 
chairman of the South African board. Mr. Frank E. 
Bettis, Mr. Morgan W. J. Bull and Mr. Henry C. Green- 
lees have been appointed general managers in South 
Africa, and Mr. John Palmer an assistant general 
manager in South Africa. 


British Linen Bank 

Mr. Walter Ritchie, agent of the West George Street 
branch, Glasgow, has been appointed to succeed the late 
Mr. J. M. Lowe as manager of the principal Glasgow 
office at 110, Queen Street. A native of Glasgow, Mr. 
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Ritchie entered the service of the bank at the West 
George Street branch in 1903 and was subsequently 
transferred in 1909 to the principal Glasgow office. In 
1914 he was promoted to Head Office where he was 
attached to the Inspectors’ department. After nine years’ 
experience there he was selected to take charge of a 
new branch of the bank in St. Vincent Street, Glasgow, 
which was opened in October 1923, and in 1938 he was 
promoted to the agency in West George Street. 

At Renfield Street branch, Glasgow, Mr. John D. 
McGowan, agent, has retired and is succeeded by Mr. 
John W. McNab, accountant at London Office. 

At London office, Mr. William C. Wallace, assistant 
accountant, has been appointed accountant, and Mr. 
Robert Park, securities clerk, succeeds him as assistant 
accountant. They will continue to sign “pro manager ”’ 
at that office. Mr. William H. L. Davidson has been 
appointed securities clerk with authority to sign official 
documents “ pro manager.” 


Imperial Bank of Iran 


Mr. Robert V. Buxton, D.S.O., has been elected to 
a seat on the board. 


Lloyds Bank 


In the Chief Inspector’s Department at Head Office, 
Mr. T. C. George, hitherto an assistant chief inspector, 
has been appointed deputy chief inspector, and Mr. H. H. 
Robinson, from 125, Oxford Street, W., has been 
appointed an inspector. 

In the Advance Department at Head Office, Mr. 
P. E. L. Foot, from Devizes, has been appointed an 
assistant controller. Mr. G. M. Warry, from the Inspec- 
tion Staff, has been appointed for special work under 
the general managers. 

Mr. N. K. Tregenza has been appointed sub-manager 
of Brighton branch. 

At Finsbury Park, N. (also Crouch End, N.) branch, 
Mr. S. George (Crouch End) has been appointed manager 
in succession to Mr. G. Proude, who is on military 
service. 

Mr. L. E. Dolbear, from Malvern, has been appointed 
manager of Hove branch, while Mr. R. A. Marriott, from 
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Hove, has been appointed sub-manager of Malvern 
branch. 

At North Harrow branch, Mr. J. C. B. Windsor, from 
the Inspection Staff, has been appointed manager. Mr. 
F. L. M. Fowler, from North Harrow, now becomes sub- 
manager of 125, Oxford Street, W. branch. 

Mr. F. Twizell, from Worthing West, has been 
appointed manager of Romsey branch; Mr. R. C. 
Ballinger, from Brighton, has been appointed manager 
of Worthing West branch. 

Mr. E. C. French, hitherto clerk-in-charge at Southall 
branch, has been appointed manager at that branch. 


Martins Bank 


At Head Office, Liverpool, Mr. T. A. Johnson, hither- 
to superintendent’s assistant, has been appointed assist- 
ant superintendent of branches. 

Mr. J. H. Morrison, manager of Bristol branch, has 
been appointed manager of Clifton branch which was 
opened last month. 


North of Scotland 


At Bath Street branch, Glasgow, Mr. A. Harper, Jr., 
accountant at West End branch, Aberdeen, and Mr. G. 
Menzies Anderson, LL.B., of the firm of Messrs. West, 
Anderson and Co., solicitors, Glasgow, have been 
appointed joint agents on the death of Mr. W. Menzies 
Anderson, agent at that branch. 

Mr. George Smith, agent at Turriff branch, has 
retired and is succeeded by Mr. Robert Chapman, an 
inspector of branches. Mr. Chapman’s authority to sign 
for the agents of the bank and for the managers at 
Edinburgh, Glasgow and London has accordingly 
ceased. 

Mr. Hugh Rennie, Jr., an assistant inspector, has been 
appointed an inspector of branches at Head Office, with 
authority to sign for the agents of the bank and for the 
managers at Edinburgh, Glasgow and London. 

The death is announced of Mr. Robert Hunter, the 
senior partner of the firm of Messrs. McCash & 
Hunter, solicitors, Perth, who had been joint agents at 
Scott Street branch, Perth, since 1911. Messrs. McCash 
& Hunter have been appointed to act as joint agents 
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with Mr. Alexander S. Cranna, who was associated with 
the late Mr. Hunter in the agency. 

As Mr. James Muir, accountant at Bath Street branch, 
Glasgow, has been promoted to another office, his 
authority to sign “ pro agent” at that branch is there- 
fore cancelled. 

At Maryhill Road branch, Glasgow, Mr. T. Muir 
Wilson, of Messrs. Muir Wilson & Harvey, solicitors, 
Glasgow, has resigned from the joint agency on his 
appointment to a directorship of Messrs. Blackwood, 
Morton & Sons, Ltd., carpet manufacturers, Kilmarnock. 
Mr. David J. S. Harvey, a partner of the Law Firm, 
has been appointed a joint agent at the branch with 
Mr. Andrew Thomson, the continuing joint agent. 


Swiss Bank Corporation 

Mr. Wilhelm Preiswerk, chairman of the board of 
the Basle Trading Co. in Basle and Dr. Andre Wavré, 
advocate and notary in Basle, have been elected to the 
board. 


Union Bank of Scotland 

The death is announced of Mr. Thomas Lupton, joint 
agent at Stirling branch. Mr. C. L. Robb, agent at Oban 
branch, and Mr. D. I. Robertson, the present agent, have 
been appointed joint agents at that branch. 

Mr. W. T. Anderson, accountant at Bath Street 
branch, Glasgow, has been appointed to succeed Mr. 
Robb as agent at Oban branch, and Mr. W. G. Barclay, 
accountant, has been authorized to sign official docu- 
ments “pro agent” at Bath Street branch, Glasgow. 


Union Discount Company of London 

Mr. C. W. Holliday, Mr. H. V. Berry and Mr. F. W. 
Arnold have been appointed assistant managers, and Mr. 
G. T. R. Adams has been appointed secretary. 


New Branches 
Midland Bank 
The business hitherto carried on at 174, Fleet Street, 
London, E.C.4, under the management of Mr. A. T. 
Durrant, has been transferred to new and more con- 
— premises at Bouverie House, 154, Fleet Street, 
ondon. 





